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Small Busidse s(sSBAASmmalilstBugimas { SBd€9gst ment C
gram is designed to enhance small business ac
pl e fitelmet ifnlgow of privateremqipayn ¢ apudsiadwhas d k o
cerns need for the soumndns immdcfimrg tofeittheg oW
ansion, and modernization, andfawhichatnsagnoth:
w of capital to small businesses to stimulate
gsr apnir i mary objective.
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viding small businesses private capital the ¢
ds the SBIC borrows at favorablhd erataeashe(calle
enture (loan obligation). SBICs pursue inves:t
as, and stages of investment. Some SBICs spec
ers invest more genenabphytiModtarSBI@gecoficemdt
rtup, expansion, or turmnaround) and geographi

SBICcprolgataimynvested oFX¥Bhliolmmidrn eidn asbmarlt] $bus
h t'hes BBrAe of cagdhialll ia¥th @liISnB AFa b o mtni $ 1 ed t o
r a2oStheiel 1$i on in SBIC small busine2%dihlviest ment
m private capbithli dowrial fsbmallc obfgsSif mes slg s .

recemme yMamber ssoha€Cengrgued that the progran
eans to stimulate e Fomro mixRa nlap.d/téli, M3ihtey and creat
solidated A)PpIrdb,priimaricoansse Actthe annual amount
horized to provide to.PSRIL-C831#ohe$ 4C obnislolliiodna tferdc
ropriatlbgnd nAatmesdh@d oheoutstanding leverage :
C licenses unddawrl ¢ omis/6 anc bgneiédiftuyndso $350 mi
m $22B. mtll8l7i Bmel 1 Business Investment Opportu
reased the amount of outstanding leverage al/l
0 omQ@tlhheirs worry that an expatstesd aB B BbE€npgregnsam
federal deficit. In their view, the best me a
wt h, and create jobs 1 sfetdoe rraeld sftiesachanls i nes s t a
e Members have also proposed that the prograr
ly stage small businesses, which are general]l
having a relativehYPuhi glg phtte Otbiaanht RadmS Bpabtcr
ablisykad,acfairteg stage SBI&Lrréeemiutiiratdi weo. 1imavrelsyt
st 50% of their investments in early stage s
e newedr poshiteawe cash fl ow fTrhoSsmB Ao petroaptpieadns i n
epewngmsfloreahky st aagéeivd BI1C1 7.

s report descii bas utchawnr ESBh@up opgmrami DPBISC e 1 1 g
uir evieesnttnse,nti nact i vity,alasnod [ pirdeegr a m fsotr antait si toinc sc
SBI Cs pdeobgSrulpti oegr am, participatiinngpascetcur i ti e s
estment SBIC program (targeting urnsdetroser ved
ess to craenddiatr 1l S Blt@Qgiprnittailldt i ve
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SBICrogram Overview

The Small Busiome { SBAJmiandimi misttier s several progr:
businesses, including loan guaranty programs to
programs to increase small business opportunitie
businessess,hamdoweaters to assist their recovert
entrepreneurial education to algi satl swi takdmh ms ist e s
Small Business Invesdeégmeam. Company (SBI C)

Aut horized#d 9By Phlk. S8nall Business InvSeBsItCment Act
program is9  dpsogameand ostimulate the na-tional =eco
business segmentbyhetricmdl atnmi pgtdmee dd wpvp odmemtiiviag
equity ¢ aptietranl laonadn Ifowimgdssi mwehsi sc hc smadrdns need for
financing of their business operations and for t

which are not avai? able in adequate supply.

TheBI pr ogr am awldadsr ecsrse actoendc etrons 1 aised in a Feder
Congreisdentthiafapdin the catpartmlIf vpdoketghse dtoed | ong
small bUhencepost ndteld atnh aptr dphrca e BAve rgr ovi ding
sheartrm and 4 etremr meddate when such loans are unayv
insti’awmdi 6 ha tditdhenoStBAprovi Eqaquiyt i iameanaoaigngor
capital) is money raisesdhodiye aofc ompraarys iinp eixe htalh e
Ownership is represented by owning shares of stoc
financial instruments 1into stock. Equity financi
incurring debthg Do wephpuat hpecific altheeunt of mo
Federal Réss erreweorBoacrodncl uded there was a need fo
“stimulate the availabili”ty afsc¢spitahnttwmigds i ne s
accessteomlbdbDngancing *“Fadiddquatyngi thecifdogw of coeé
b us i nteos ssetsi mualtai¢oenoatldh |y nrdbeamati hfeB] C pso gpgmrd mar y
objective.

ThEBA does n
and manage
capital th
borrows at

ot makien dsimekk.{ 6 mpie s tpmea wéa s wiltyh o wn e d
SBICs licensed by the SBA to provide
8Bl Celdas e gaanlda ¢tvdirtyh cfaupnidtsal()called 1 ev
bvoaabtethet 8BA guarant ®Aess otfhe deber

lUS.Small Business Admini s taCongressional Bugkigetystificatioh and EY201 Year 201
Annual Per for m2dyathitps:Kvevw.sba.gogitestgiapltfiles/aboutsbaarticle/
SBA_FY_2019_CBJ_APR_2 12 post.pdf

215 U.S.C. 8661.

3 U.S. Congress, House Committee on Banking and Curr@megll Business Investment Act of 19%§ort to

accompany $651, 8% Cong., 29sess., une 30, 1958, H.Rept. 8060 (Washington: GPO, 1958), pp. 4, 5.

41bid., p. 5.

5 Small business investment companies must invest in small businesses, which are defined as those with less than $19.5

million in tangible net worth and average aftax incone for the preceding two years of less than $6.5 million, or
businesses qualifying as small under the SBA’s NAICS indus

Congressional Research Service 1
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t he SBARSpbriolviiidoend i$n 1'everage to SBICs.

cent years, some Members of Congress have a
ns to stimulate economilR. la.e7tfli IM3ihtey and creat
lidated Appropriations Act, 2014, increased
rized to provide toom SBIACsl 1t3lo4 $¢ Gondolbinddte
priations Aatmoul@l @f omdrse¢e aned ntghd everage :
licenses unfdéaer]l commwbamedbgnpébél funds 11imit) t
$222  nmaldBibrlodSn7, $mel 1l Business Investment Of
ndtrheea saemount of out st dmdi nSgBdsltCaoV e$rla7ge ma 1l 11 d wen
$150 million.

s worry that an expansteda$dl Cnpregsamtdhaeulac
1t . In their vVview, the best means to assist
e jobs 1is to reduce bugtrmeng .taxes and exer
Members and small business advocates have @
ional assistance to startup and early stage
ively risky invest me nptost ebnutti aall sfboorm sj ohba vcirnega
being''Qohneg Sels3sla,hBl5 R, 3 he SmalksBmemnmess In
cement and Thaaxw eRtehidtrhifz e Adtmj nwetkrdtion to est

ate SBI C spgrsggablalmi filors saeddihtyi omrt of the Obar
i §st rSattairocomup Amer i ca [ ni tvigaetairv,e ,$ It hbei 19 B A ne seta
SBIC initiativarrcegquldlbldactdtie hyts 68 e oFf Bl Gs
tments in early stage small businesses, def
ive cash fnl cawm yf rfom coaple ryactairans i

s taocpcpeepde wvp gl i ¢ a natrsl yf osrtiamghed i SaBtI1Al0Onk 7

addi tniodmne tlHg wWiBtAh8,r ew a proposed rul20el 6publishe
to amend the i“mote¢ astitveactwl mekanmmdent part of t he

progt¥?

Tahmee SBA indicated thatbecawsehdeew fheow pgmap

5SBA,

“ S B 1 :(FisdalrYeag Data far the period endibgcember 3120187 a t

https://www.sba.gov/article/2019/mar/28/quartatbtadecembe31-2018

7 Ibid.

8 According to a U.S. Government Accountability (GAO) report released on January 27, 2066t 70% (130 of
187) of debenture SBIEsthe most common SBIC fund typevere managed by 69 multiple licensees in 201phe
proportion of debenture SBICs managed by multiple licensees has sharply increased, rising fron?abo20@56 to

about 706 in
leverage dur

2014.. For debenture SBICs specifically, multiple licensees also increased their share of total SBA
ing 2002014. These SBICs held about24f SBA leverage in 2005, but about¥s4f the

approximately $7 billion in SBA leverage in 2014from 2009 to 2014, no more than 2®f multiple licensees

reached the
managers to

theapplicable $225 million leverage limit The Small Business Investor Alliance and some SBIC fund
Id us they believed the leverage limit nonetheless has a sigeffectrtiecause it deters some SBIC

managers who want to substantially grow their fund over thetknmg from continuing to participate in the program
SBIC characteristics, including geographic distribution and management demographics, were laitgefpssingle

and multiple
licensees fro

licensees. Multiple licensees, in the aggregate, demonstrated better investment performance than single
m 2005 to 2014 S e eSmall BuBiness Investment Companies: Characteristics and Investment

Performance bSingle and Multiple Licensee8AO-16-107, January 27, 2016, pp. 8, 10, 11, 13, at
https://www.gao.godsset€180674813.pdf

9 The proposed changes would have allowed early stage applicamgly at any time, similar to other SBIC

applicants, instead of only during limited time frames identified in the Federal Register (which the SBA has published
on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured |dievaflooat SBA approval

under specified conditions; allowed an application from an applicant under common control with an existing early stage

Congressional Research Service 2
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funds applied to the Early Sotmamgeen sSuBla@ ei nwiittiha ttihvee
results, and the comments to the proposed rule ¢
Early Stage”SBIC progr am.

This repor SBd Camisowtgs wetnhar e s,a nfdo coupseirnagt ioonn SBI C el
requiriemeesttsme,nta nadec tpirvoigtlhrta mi me¢lat d s iicsf or mat i on ¢
SBsdebenture SBIC program, pajtmpaicpat  nvg st memt i t
prog(rtaamr get ing underserved mar ket st ocanedr ecdoimmuann & i
capiatnadlay | ySBItG gieni t i ati ve

Thiepoaltso discussets hlhedgiitsrdcardafalsghnes £ f mmm 21 a 1
leverage the SBA is aut(h2o)hneazxeidmnutmou mptr oovfi deu tt sot &SmBd
leverage allowed for two or mdre SBIC licenses 1t

SBIC Types

There are twdntvepeasneaft SBImPsaamdteisod i T@ hce)d wofidth:
Business Investment Act ofondg B iwalhasre g nbeBnl dCesd. , ar e
Invest ment compaadtisod i 2@ h@ é&)b paefic dthlei Saecdt ,S ncaallll eBd
I nvest ment( SSBffuscnu,se son providing financing to s m
“whose participation iampheetflirbecenserpfisoecsgyght
di sadv¥®%datgicon 301 (dp. wa2sOlfr4epeaOmdi bys Consolida
AppropriationkdfAchi v,il &i%hden (SlnaRt lbeg Ba ms nEmpr ove ment
of 189639 result, n oh anveew bS S Bil @c stlsaubcecedn ssldil sn wle9v9ebr

e x 1 sStSiBnlwest“eer and f"famédlbreded to remain in the progr

With few $SBlC@yptamd sSuSbHIleChse asrlhemgi bi | i ty requiremer
operating rules andtaeftBBlu@iasiusadiesd. tToh eSRflfdasr e ,0 tbloet
anSISBI Cs .

Fi ve types odx iDebgniutea BT ByRatt hwestmerf B 1 C s earlystagd
SBICs receive leverage tfDeobuegrht utrhees iasrseu adnecbet oofb Ic

SBIC that has outstanding debentures or debenture c¢commit me
commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or $75

million, whicheverislessS e ¢ S BA, “Small Business Investment Companies ( §
Federal Registe?6875, June 11,A8;andS BA, “Small Business Investment Companie:
I nit i aFederabRegisteB407564080, September 19, 2016

WSBA, “Small Business Investment CloedgpahRedisteR6876,9uBd1d,) ; Early S|
2018

111n addition, S. 2831A bill to amend the Small Business Investment Act of 1958 to provide priority for applicants for
a license to operate as a small business investment company that are located in a disagsriatealuced on April

21, 2016, andeported favorably, with an amendment, by the Senate Committee on Small Business and
Entrepreneurship ollay 24, 2016 The bill would require the SBAdministratorto give priority to an application for

a license to operate asS8ICthat is from an appiant located in a disaster area. The bill would also prohib®B¥e

from including the cost basis of any investment made by a SBIC in a small business donatdin a major disaster
areaduring the ongyear period beginning on the date of the disad¢elaratiorwhen determining if that SBIC has
reached its leverage limit.

12p . 92595, the Small Business Investment Act Amendments of 1972.

13 A debenture SBIC maigsue and have outstanding both guaranteed debentures and participating seeositiesl
that the total amount of participating securities outstand@®snot exceed 200% affs private capital Seel3 C.F.R.
§107.1170The SBA stopped issuing new commitments for participating securities on October 1, 2004.

Congressional Research Service 3
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ued by SBICs and
erage through the
ferretgdgpeegacuyitie
debentures with 1in
Cs do not %Tdhdei ve p
eive leverage from

h ¢4 Patticipating securitiesa Bilt @se dr ebcye it vhee ST
issuancsescofirpaiescapet reges
] often in the form of 1ir
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SBIKligibility Requirements

ASBIC can be organized 1 nalammy tsetda tpea ratsn eeristhh epr (alL
limited liability cogmpannyed LiL€fdemubel dbware 1 aw).
by relatively small grmamwgpeorftoilvanielah nd iod me o¢ 4, a

30 are wholyl roonmeaad, al banks. A few SBICs are ¢
st olck.

Or ofpramy criteriaSHIoG@ hguwehgfiredamanagement. T
reviews aapdr caspppercofyvieviea naBleGne nt t pasmfleasde dnapon
capabilities and character .CsS pneacniafgiecaaminlayn,d t he SE
looks for

e at leapsitne¢wpal s with substantive and anal ogou

expernience

e realized track record of superior returns, b
appropmitdttaetqwa performance measures ;

e cvideascter roomfigh u s i ne s sa midnovpeosst amddneta 19 fffleorws

in the nmeastpmeposed for the new fund;

e a cohesive management t enadm,a whiitsht ocroympolfe me nt a
working together;

e managerial,oropechhioabhhexpdr hedaoae twhat ca
portfolio company level; and

e a demonstrated ability to manage cash flows
will be repai on a timely basis.

1413 CF.R. §10750.
15 |bid.

16 Commercial banks may invest up to 5% of their capital and surplus to partially or wholly own a SBIC. Bank
investments in a SBIC are presumed by federal regulatory a
Reinvestment Act purposes. Jeé. 0-104, the Small Business Act Amendments of 1967; The Board of Governors

of the Federal Reserve Board, “FBdaralRégistth06v,iMay9s1968;lamdv ¢ s t me nt C
SBA, “Small Business I n SmallBusinessN@ae2®matani es ( SBI Cs ), ”
http://www.smallbusinessnotes.cdméinesdinancessmaltbusinessnvestmenicompaniessbics.htm/H.R. 2364

the Investing in Main Street Act of 2017, would increase to 15% the 5% limit on commercial bank investments in

SBICs. The bill was favorably reported by the House Committe®mall Business on June 15, 2017

17SBA, Fof SBIC Applicants: Phase IlI: Licensing Reviet https://www.sba.gogbntentphaseiii -licensing
review.

18SBA, “For S BI Phasaj Ipitiai Review t kttpst//www.sba.gogbontentphasei-initial-review.

Congressional Research Service 4
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SBIC Application Process

Applyi 8Bl Lodedbenturestlapemsecags wi mludtthe s ubmiss
the SBA Management Assesanmenmam @Qumadtiadnpnaioma e MACK

fee ofXFHEO, §0Ositnicolnundacisr,e among ot hers, quest:Hi

ons

e the sfulnedgal name and thenoamel andndddoanstssoebl o
per s%ns ;

e the sfiimwe st ment strategy (including geographi
diversification strategy, primary types of s«
be primarily an equity or debt investor, etc.

e the manegemexnttoptryo faensds i onal experience,;

e the sfimwed st memakdongifpromedesal origination to |
monit;oring

e t hfeusdeconomics (includisngcaar rdiedstdchrai nptteiroens to,f t
formula wused to fceaelscuadamd etplindha nfaggredne nt h e
allocation of fees between the fund and any
entities, details concerning compensation th;
partner;s hip, etc.)

e thfeusdcapitalizationtiatelgwdi whettthees amepidtacert
agent has been or will be Jiaredd, information
borrowing arrangements, etc. ) ;

e t hfeusd governance structure (aimndcl uding an orga

e a -Yy0ar financial ?forecast for the fund.

Af treerc e i vi dsg atphpelaifcmaetmboentr ¢ f Pr bgr 8 BADevel opment O
reviews ;ashsee sMbAeQs t h e i’sn vpersot pmoesnat] cionmislaingght of t he
minimum requirements anpde rmfaonrangse memit,ti idamla b dnugei cdaitliic
making referenpamrd tprl epahroense a awrlist t e€m r ecommendat
Invest medst IDhivveisstimbennt Commi ttee ( cdimpiossiecodn)of s en
I f, after reviewinmgPthgr MAQDa nwdelvoapl nucafit B AOnf, f itchee
Investment Committee concludes, by majority vote
investmenst mngaonmpgaennye nt t eam may atma nqayEgalmefite d efaanr i
invited 't ohdeddhdqBBrAt ers 1T niapashownegt oing wDCLf fofoll
BSBA, “Small Busines-Adhinwis t me tiederal Rapigtebai 14524 862Novembr

13, 2017. An applicant under common control with one of more licenses must submit a written request to the SBA, and
the initial licensing fee, to be considered for a license and is exempt from the requirement to submit a MAQ unless
otherwise determinebly the SBA in its discretion.

20 A control person is generally defined as someone thigpower to direct corporate management and palicies

21 General partners in most private equity and hedge funds are compensated in two ways. First, to the ex@gnt that th
contribute their capital in the funds, they share in the appreciation of the assets. Second, they charge the limited
partners two kinds of annual fees: a percentage of total fund assets (usually in the 1% to 2% range) and a percentage of
the fund earrings (usually 15% to 25%, once specified benchmarks are met). The latter performance fee is called
“carried interestand is treated, or characterized, as capital gains under current taSadéfS Report RS22717,

Taxation of Private Equity and Hedge Fund Partnerships: Characterization of Carried Inteye3bnald J. Marples

23BA, “SBIC Management Assessment Quest ihtpa/nvawisbagod nd Licens

contentapplicatiorforms

Congressional Research Service 5
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the interview, the Investment o Comunastypereo wiodeed at o
“Gr e e n”lLleitgthetr forihphloyciendvittoi tge final I icensing
process

Once palni caapnt recei ves a Green Light letter, t he
raise the requisite privatekeepstah. tPDwmwchngitihi d
applican8BIl €Condact,hsanngd cplraosvsiedse s "?Fuiinddndd ceasnsnagd
occurs when the SBAcompdettse adn cempliinggamtppl i cat i
updated SBA Form 2181 and complete SBA Forms 218
raising sufficient prieatseée ngapmieSe2elni0dalnh di nEnogi ve s
aSBI C Ifiocre ntshee f i tr a8 ks atéxei imgnio tm 8 In st lhifeny oMl Q |
submitse iltahtee s s %2 nc e

As di sbceulsosweaw ap
progr aema,1t laynds f a g

The e gibility requirements and a
assis nce fromtahlAepBdmLdix provided

plications for the mpasttimempating
ti 8BI1 €e are no longer being acce
11 pplication prc
t a in

SBICapital Investment Requirer

Debent ure SBICs

P.L:69®%6thorized the SBA to select companies to p
purchase debentur e sprforvoind et haodsdei tcioompaaln ifeusn dtso t o i
businesses Initially, debenture SBICs were requ
least $300,000 to participate in the SBIC progra
DebenStBllfss e now hegeimnegriotmenatcta pifiétaasii 1ilnivoens
(called r e g?UTlhaet oSrByA chaapsi tdails)c.r et i on to license an
capital of $3 million 1if the applicant has sati:s
viable businesrsojplcatn nrge apsroonfaibtlayplpe operations, a
for achieving regulat @Aty k3alp% doall e boefn faur el eABItC $ 5
regulatory amdilteaade mugslta choamme  f iodmi at ésd wi t h t he
manmgetmd unaffili aBAlds ow,i ttho emarthe otsthaer gl % tofr ya ¢
capital may come from stfate or local government
B2SBA, “Small Busines-Adhnwis t ma th¢deral Regigtedail B, Noverdber 13,

2017.

24 The final licensing fee is $20,0Grom December 13, 2017, to September 30, 2018; and is scheduled to increase to
$25,000 from October 1, 2018, to September 30, 2019; $30,000 from October 1, 2019, to September 30, 2020; and
$35,000 from October 1, 2020, to September 30, 2021. The fin@l B®nsing fee is in addition to the initial SBIC
licensing fee (currently a combined total of $35,000). Beginning on October 1, 2021, the SBA will annually adjust both
the initial and final SBIC licensing fees for inflation. See ibid., p. 52185.

®SBA,“SBIC Program: Fiscal Year Dat a fhtps/wwi.sbagoelticie/od ending S
2018hov/16fiscalyeardataperiodendng-septembeB0-2018

2613 CF.R. §107.210.
27 bid.

2813C.F.R.8107150
2913C.F.R.8107230
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Participating Securities SBICs
P.L.366&O2 he Small Business Credit and Business
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30U.S. Congress, House Committee on Small Busir&sete Equity for Small Firms: The Importance of the

Participating Securities Prograni09" Cong., ® sess., April 13, 2005, Serial No. 229 (Washington: GPO, 2005),
pp.5,33;andBBA, “SBI C Program: FAQs 7. What is the status of t
https://www.sba.gowbntentfags.
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by SBICs in the form of limited partners:t
t payable only to the extent of earnings.
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31SBA, “Offering Circular, Guaranteed 4.727% PaPSicipating

20091 0 Rebriary 19, 200%t https://www.sba.gowbntentsbicps200910-cusip-83164tepa

8213 C.F.R.8107.15500. A SBIC that wishes to be eligible to issue participating securities must have regulatory capital

of at least $10 million unless it <c¢can dyviablenoverthedongz t o t h
term with a lower amount, but not less than $5 million. B2€.F.R.8§107210. It must also maintain sufficient
liquidity to avoid a condition of “Liquidity Impairment
divided by total current funds required) of less than 1.2.13&2F.R.8107.1505. The only type of debt, other than

leverage, than a SBIC that has applied to issue participating securities or have outstanding participating securities is
permitted to incuis temporary debt. Temporary debt is defined as gham borrowings from a regulated financial

institution, a regulated credit company, or a-megulated lender approved by the SBA for the purpose of maintaining

the SBIC’s oper atngfungsfdra paniculdrfinancingoota small busirnessi The total outstanding
borrowings, mnot including leverage, may not exceed 50%
be fully paid off for at least 30 consecutive days duringh 8 s fi scal year so -paitpt it has
debt for 30 days. Sek8 C.F.R.§107570. A SBIC issuing participating securities is required to invest an amount equal

to the original issue price of such securities solely in equity capitaltimeess (e.g., common or preferred stock,

limited partnership interests, options, warrants, or similar equity instruments)3€ecE.R.§107.1505.

33U.S. Congress, House Committee on Small Busirggscommittee Markugf Legislation Affectinghe SBACapital
Access Programd 11" Cong., ® sess., October 8, 2009,bbc. no. 113050 (Washington: GPO, 2009), pp. 7, 10, 11,
187194, U.S. Congress, House Committee on Small BusifegsCommittee Hearing on Increasing Capital for
Small Businessl 11" Cong., B sess., October 14, 2009, H.Doc. no.-D&1 (Washington: GPO, 2009), pp. 1, 2, 40,
98; andU.S. Congress, House Committee on Small Busir&ssll Business Financing and Investment Act of 2009
report to accomparkl.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315(Washington: GPO, 2009),
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SBA Small Business Investment Company Program

The SBA is m@g hewgemommmi tmients for participating
participating securibteiccasuhsBeBT C$ ebveanwget h.e mmr 6 mie at
As Ddecmbel,yr B0 her e2 pvacrrtei ci patingnsddher SBil €s p$SBECa

wi tlh®n$i 1 1 i on in outs* Pamdinwgpadpihntaarkee arterqiuitisrkesd $ BI
have regulatory capital of at least $10 million.
million in regulatodogmenyptitateifhathei i icamsbe Lo
the long term with a lower amount. In this cirect
be lower t BPAtn 18Pa%mtiolplairotni.ci pat i'smg gudaunirtyi eassdS BI
lever agtpabl musttbhbome unmdmli ¢ i at ésd mmintahg atdheen tf un d

unaffiliated®AWsoh escmhoa®Bis@amr gud%tofry capital

from state or 1lo%al government entities.

Impact Investment SBICs

On Aprile7SBAOdhnouhced it was establishing a $1
initiative (up to $150 million in leverage 1in F}
year thereafter untlidce¢hmheedi mmpadct rieeqea dricidld nttoS BE
invest at least “WBWchftahget fArmamcofigsritical 1
underserved markets and communitie¥®Theseng barri
areas i1initially incldedsdrbadioemmenitpopesatedsidetfdf
the education sect or®] mpmd tt hien vcedsetammernetq eSrBglgCdss £ o t h
a minimum private capitadndnaecetmebicotf B0 (kast
as deBBd€semneerning the source of the funds.
Initially, an impact investment SBIC could recei
2013, the SBA announced that it waismpactreasing t
investment o SBIofh0. mi 1l 1

pp. 3, 4, 1012.

¥SBA, “ S Bam(isdalrYeagRata for the period ending December 31, 2018; t

https://www.sba.gov/article/2019/mar/28/quartetbtadecembei31-2018 There were 149 participatirsgcurities

SBICs at the end of FY2008, 127 at the end of FY2009, 107 at the end of FY2010, 97 at the end of FY2011, 86 at the
end of FY2012, 63 at the end of FY2013, 53 at the end of FY2014, 46 at the end of FY2015, 41 at the end of FY2016,
33 at the endfd=Y2017, and 25 at the end of FY2018

%13C.F.R.8107.210.
%13C.F.R.8107150
$713C.F.R.8107230

38SBA, “Impact I nv athtpsyvww.sbd gogltestefaultfiles/les/”
Impact_Investment_Call_for_Action.gdindSBA, Of fi ce of Congressional and Legislat
with t hdulyd3p20M.or , ”

39The SBA defines underserved communitiesossdr moderat income (LMI) enterprises located in LMI Zones, as
defined in 13C.F.R.107.50 qualified lowrincome community investments (QLICIs) located in{mwome

communities (LICs), as defined by the New Markets Tax Credit (NMTC) program@R2R.1.45D-1(d)1;rural

business concerns located in rural areas as define@.iR.R.4290.502; andsmall business concertecated in
economically distressed areas (EDASs), as defined by Section 3013 of the Public Works and Economic Development
Act (PWEDA) of 1965, asraended, 42 U.S.C. 3161

“YSBA, “SBA Announces $50 Million Increase Match in its SBI
Il mpact I nvest ment hips/idwy.sba.gbebntentsb@&annolneetsbG-million-increasematchits-
sbicearly-stagefund-and70-million-bumpits. Also, effective October 1, 2014, among other changes, the SBA

eliminated the progr amfiscalyearlevdragercap; ddded advancedl marufactuiing to the p e r

list of eligible sectors; provided eligibility to businesses that receivdl Business Innovation Research or Small

Business Technology Transfer grants; and permitted, through December 1, 2014, existing debenture SBICs to apply to

Congressional Research Service 8
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Ni niemp a ¢ t 1 nvewetrnee nltt s8enls@s@ 1 1, towien i12n0 12%00l1 2i,n
20]5and t WhAsi mo f2 (Sle2t08lmbtehre y3 Oma na § Oidhi Imbir en tthman §
assets and h8ld mad Ve thnkd¥nl8)s siienspnavcets & BrleGist i nvested
$1 68mi 1 1 3 &mmailnl bisinesses

On SeptemberS BAr,o v2i0dle7d, ntohtei c e ttoh aptr oigr aww usltda kneoh ol
accrepawpplicationsimp dicrbvee s& Billelictems ed after Novembe
The SBA also awmmo uwnctehd rtahwaitn gi ta proposed rul e, p U
that woul d ihmpvaec tp rionwiedsetdne nt i StBd ICe bemwerfages qualif
private equity fund manager so wiheh SaB Il dperso gorna m.o ¢
SBA indicated prhapa d&dibt icoomwatal ‘hobfe ntehdemtiieorn ¢ hr a4 h e
ben e*Tihtes SBA also indicated that few qualified S
progr am, and thatsamanygyiphnttlse wpudgrdmve applied
“regardless of the existenc® of the [impact inve
Ear btyage sSBI C

On April 27, 2012, the BeHetal Regisiet s § h b HS Ia hifinlglaibo m u I
early stagei®Bit€e $150 million in leverage 1in FY
leverage per fiscal year*®Ashememtfitemetdnep riSdBvAt chwes 11 yi

is no longer seekiemg Inye w taapgpel iScBal nCt si nfictri atthiev e .

Earsltyage a$rBelCsi red to invest at |l sdatgeS@Wmadfl t hei
businesses, defined as small]ll businesses that ha-
operations i*l namy cfoigsndali oyne aorf. wtilt h hing/leesrt mreinst ks a
early stage tshmea liln ibtuid¥%trivwes aidncnleuwd er e gul at ory pr o
to reduce the r1risk that an early stagé SBIC woul
recovery prospect¥Fohoekdmpl de f & arkeliqyuoieracadg e oS BI C:
more 71 e gul(aatto rlye acsatp h$a2a0l dnei bl el,ni tounmpa SBIICsve st ment S
least $a&ndi phronyjpatiatg keaxzut i$ b @aslnsiSoBIlIsiCusbnj)e.c tT h e

opti nt o the program if they feet SBAg pPBEBBAr Emjta Fdeagiiipement v
September 25, 2014, lttps://www.sba.goaboutsbasbanewsroonpressreleasesnediaadvisoriesthaexpands
impactinvestmentfund.

41S B Almpatt Investment Fund Grows Threefold J a n u a r http&:/fivww.sbd.gbwontentimpact

investmentfund-growsthreefold S B A,  “oDfi rlencptaocrt nttBsBAwWE.sba.goeententdirectory

impactshics and SBA, “ S Bip&/wihw.sba.goWindingprogramsihvestmenicapital#paragraptl.

“2SBAOf fice of Congressional and Legi s | Recembes202018.ai r s , “Corre
BSBA, “Small Business Invest memtti CheopahReyisteR6874, JuBell,) ; Early S

2018 Impact investment SBIC applicants would have received a 60% discount on the licensing fee and a 10% discount
on the examination base fee. They also could have simultaneously applied as an early stagessBj€chto the call

and timing provisions identified under 13 C.F.R. 107.300. The proposed rule also imposed certain penalties if an
impact investment SBIC did not adhere to its impact strategy or impact investment SBIC rules. See ibid; and SBA,

“ S m Busihess Investment Company Progthrmp a ¢ t S Bele€ak RedisteB6665676, February 3, 2016.

“SBA, “Small Business Investment ChketgahRedisteR687%, JuBell,) ; Early S
2018 The SBA indicated that due to thekrisssociated with this class of SBICs the proposed rule was expected to
increase the cost to all SBICs by increasing the annual fee by approximately 6.1 basis points.

%5 |bid., pp. 26874, 26875.

®SBA, “Small Busines s—HadyBtage SBIGS3n tFel€ral RagisteR5043 s25050April 27,
2012.

47 |bid., pp. 2505125053.
48 |bid., p.25043.
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opescial distribution rules to require pro rata
tions of profits to tahrper o vi dleedwelreasgse [ n
00% of regulat orny ama plde tbSeBalLhCdsk p Gk rmmii Icli iparnt ir
ep SBIZTOO0O% of Tegnulldtiomy maap imusail pe% 1 SBI (
for two or more SBICs underup otmmmon contr
r e gull7antiolrlyi ocna)pmatxai Imu nf

, 2012, the nSHBeMdepmudl/laRcthegidn tagz mfpitriscte annua
e capital fund managerds cteamsssulbmiatr  ayn s
ee venture capitadppbndatsobmmatedi pt sl
e erials were examined and interviews hel
a ad i1ssued GferemalLi g hiton Vfeitlter glsitcheen ssei x f 1
pl isé®ation

e SBAceccondthtaonddhutfbmeal s for venture capi
bmit an application to become a |licensed ear
bruary 4, 20l4andafedbrypakyIpP22aRd by

veE OIhevesftumdhsapppl i ed to partwegeammedmrtlye pr o
age SB¥As loifc eSnespet. 8, mbtehre 3f0i,ve2 Oclarl y S5sit.a3ge SBI Cs
l1Tion in pri viaddmilb aomi tigamla,8 BrAet ceegidvhéhdd mBIr laige n

onudti sntga ¢ o mmi t me $26 B Mmi lalnifo ns mvared & ts b dhi .08
early stage 4S7Bdidsl Biganmmeiknt e 0¥ $i nes s es

On SeptembthelY9BA2pndobtliicseh eodf apr opofederal emaking
Rgi swhkirch ipmrcolpwdeditgoe stahrel v s i ageti @nBlk€e mat er i al
i mprovement s atnéd tt threa ¢ptr omgaraem qual i fi®Hhearly stag

49 The deadline for completing the festep application process for applicants with signed commitments for at least

$15 million in regulatory capital arevidence of their ability to raise the remaining $5 million in regulatory capital was
July 30, 2012. The deadline for all other applicants was May 15, 2@plicants must first complete a Management
Assessment Questionnaire (MAQ), then, if invited, catghn interview process, then receive a Green Light letter,

and, finally, submit the SBIC license application, consisting of SBA Form 2181 and SBA FornE2#82BA “ S ma 1 1
Business Investment CompanieE a r 1 y St a gkedefBREgSteR577525779 May 1, 2012.

SBASBA’s Growth Capital Program Sets Record For Third Year
Businesses in FY12at https:/ivww.sba.gowontentsbasgrowth-capitatprogramsetsrecordthird-yearrow; and
SBA, “The Small Business Investment Conpp20aty (SBIC) Program:
https:/www.sba.gogitestiefaultfiles/files/SBIC%20Program%20FY%202012%20Annual%20Report.pdf

51SBA, “Small Busines s—Hanrvleys tSnteangtied€ERalRiyistar496854913, December
18, 2012; SBA  “ISBmsiness Investment Companie§ a r 1 y St a gkedeflBRediste8665, Felfuary 4,
2014;SBA, “Small Busines s—FHanrvleys tSnteangtedEtallREgister, 18¢ 5 pfl 3, 2014

SBA, “Small Bus i ne ssEarlyBbtage BI @80fF&derdl Regipter 3v5 1679 January 12,

2015;an8S BA, “Small Bus i ne s—sEalrnlvye sSttnaegheedetiiBRbgipter, 5085684,

February2, 20%6.

22§ BA, “Small Business Inve s FedetahRegiseb4adgd, Marchel8, 20E53andSBA,St age , ” 8

Of fice of TInnovat i oSBICEarlydStagennnevationfPeograni httsstl/vimev.sha.gosites/
defaultfiles/articlesOll_Early Stage_Slide_Deck_January_2016.pdf

8SBA,Of fice of Congressional and Legis | Becembec202018airs, “Corre
“SBA, “Small Business Invest ment ”8lbedepahRediste640766BIE0,C) ; Early S
September 19, 2016. The proposed changes were based in part on feedback received on an earlier, advance notice of

proposed rulemaking. See SBA, “Small FBdesaliRegisteld034,nvest ment C

March 18, 2015The proposed changes would have allowed early stage applicants to apply at any time, similar to other
SBIC applicants, instead of only during limited time frames identified ifréueral Registefwhich the SBA has

published on an annubésis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA
approval under specified conditions; allowed an application from an applicant under common control with an existing
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BA at tihnadti cthismted, nt i on t o comwmmidn mdfsityheta ri ni t i ativ
t erm.

As menpriowngad®BBystopped accepftoirhg ne®8Bipptagetio
initi@da®ilfne adadntlwme tlle, vSIBOAR & rSeewp ttehneb e r 19, 2016
propostelda tr uilcl uded provisions designed to encou
init®ative

Ke¥eatuResgudfar SBIC Types

Tablperovides five key fewdabe$SBdIdLCspa mtgiud ispha tnign g h
secufSBt,Cmpact investamantt aIBlCstage SBICs

e the minimum amountbdbdfinapilatensquired to o
e the amount of SBA leverage that can be recei
e the nature of the investments provided:;

e a description of the r&quiervemeamngtes; famrd repayi
e any profit participation requirements.

Table 1.Key Featuresofthe SBAGds Debenture, Par andbnpgotat i ng Sec
Investment Debenture Programs and Early Stage Debenture Initiative

Participating
Security SBICs Impact Investme nt  Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)

Private Capital $5 million minimum  $10 million minimum  $5 million minimum  $20 million minimum

SBA Leverage 200% of private 200% of private 200% of private 100% ofprivate
capital up to $75 capital up to $¥5 capital up to 475 capital up to $50
million per SBIC or  million per SBIC or million; limited to million
$350 million for two ~ $350 million for two ~ 100% of private
or more SBICs or more SBICs capital during any 12
under common under common month perioct
controla control

Investments Broad range of Broad range of Broad range of equity Broad range of equity
equity investments  equity investments  investments but investments; at least
but generally later generally later stage  50% in early stage
stage and mezzamin and mezzaninet small businesses (no

least 50% in positive cash flow in
underserved markets any fiscal year prior
and communities to first financing)

facing barriers to
access to credit and
capital

early stage SBIC that has outstanding debertls or debenture commitments; and increa
leverage commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or
$75 million, whichever is less.

5SBA, “Small Bus i panieySBIQ);arly Stagdnitiatie, T b&deral Registe64075

September 19, 2016

%®SBA, “Small Business Investment CledgpahRedisteR6876,9ua1d,) ; Early S
2018
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Participating

Security SBICs Impact Investme nt  Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)
Leverage Interest andSBA SBA paid interestto  Interest andSBA Standard: 5 years
Description annuakharge bond holders; SBICs annuakharge payable interest reserve
payablesemiannually only owed and semiannually through required, interest and
through maturity repaid SBA out of maturity SBA annual charge
profits payable quarterly

through maturity OR

Discounted: interest
and SBA annual
charge discounted for
first 5 years plus the
"VWXEp SHUL
interest and SBA
annual charge payabl
quarterly thereafter
through maturity

Profit None SBA typically None None
Participation received about 8% of
any profits

Sources: 8 6 6PDOO %XVLQHVV $GPLQLVWUDWLRQ 2IILFH Rl ,QYHVWPHQW DQG
Investment Companiegt -DQ XD U\ 86 6PDOO %XVLQHVYV $GPLQLVWUDWLRQ “"&RUU
May 2, 2012; and.S. Small Business Administrafiérs %$ $QQRXQFHV OLOOLRQ ,QFUHDVH ODWFK
Early Stage Fund and $70 Million Bump in its Impact Invest)i$i@® G p - X Q H https://ww\idha.gov/
contentsbaannouncesb0-million-increasematchits-shicearlystagefund-and-70-million-bumpits.

a. Alicensed debenture SBIC or a licensed impact investment SBIC in good standing, with a demonstrated
need for funds, may apply to the SBA for leverage of up to 300% of its private capital. However, the SBA
has traditionally approved maximum of 200% of private capital. Also, a debenture SBIC licensed on or
after October 1, 2009, may elect to have a maximum leverage amount of $175 million per SBIC and $250
million for two or more licenses under common control if it has invested asteb0% of its financings in
low-income geographic areas and certifies that at least 50% of its future investments will bencdove
geographic area®.L. 114113 the Consolidated Appropriations Act, 2016, increased theltiple
licensa/family of funds limit to $350 million from $225 million. The act did not addressibikiple
license/family of funds limit for financings in lamcome geographic areas. PresigaSBICs would apply
the $350 millionmultiple licensg/family of funddimit for all of its financings, including those in {owome
geographic areas.

SBIC Investments in Small Bus
SBICs provide equityimawpartiagdushowayhsahl bwysinesses

e purchasing small business equity securities
limited partnership interests, membership 1n:
or joint venture interests);

e making 1l oan
other priva

t o s neapleln dbeunstilnye sosre si,n eciotohpeerr aitnido

s
te or public lenders® that have a

5713 C.F.R.8107800. A SBIC is not allowed to become a general partner in any unincorporated business or become
jointly or severally liable for any obligations of an unincorporated business.

5813 C.F.R.8107810; andl3 C.F.R.§107.810.
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e purchasing debt securities from small busine
or have rights to purchansde, equity in the s m

e providing s malbljebtsitme gaani g ateeoensf their mon
obligationsndéto asedditadfred with the SBIC

SBICs are subject to statut otrhye amadthwreag udfpp oo ve d e
investments. For example, SBICs are not allowed

e directly or indirecttlhya spsroocvii adtee sf i(nea.ng.i,n go ft foi c
directors, % nd employees)

e control, either directly or insdif%r;ectly, any .

e invest, without SBA approvatlheimowat e¢¢ han s pec:
(regulatory) capital in securities, commit me:
business (e. g., SBICs are nhtpralvlacawed to 1inv.
capitnayl oinne aa mafl hebuvmes nmentiplan includes two
tiers of $BA leverage);

e invest in farmland, unimproved land, or any .
Major Group 65 E{tRaeradarEdstIattdau)sﬁ)H)CetlheClas51flca
Manuatlh twhe exception of title abstract compa
brokers, #nd managers;

e provide funds for small businesses whose pri
directly or indirectly providing funds to ot
factorihgasing e qtucirpmmelas iosn wai tlthonngo provi si or
maintenan®er or repair;

e provide funds to a small business 1f the fun
foreign©%®operation.

5913 C.F.R.8107.85. Debt securitiesra instruments evidencing a loan with an option or any other right to acquire
equity securities in a small business or its affiliates, a loan that by its terms is convertible into an equity position, or
loan with a right to receive royalties that areleded from the cost of money.

6013 C.F.R.8107.80.

6113 C.F.R.8107.730

6213 C.F.R.8107.865. The period of time that a SBIC may exercise control over a small business for purposes
connected with its investment through ownership of voting securitiesagaearent agreements, voting trusts, majority

representation on the board of directors, or otherwise 1is
control was initially acquired, or any earlier date specified by the terms of any investgante e me nt . » Wi t h t he S
prior written approval, a SBIC “may retain control for suc
complete divestiture of control or to ensure the financial

63 A tier of SBA leverage equals the amounta8 B 1 (rivate (egulatory capital.A SBIC approved for less than

two tiers of SBA leverage must not invest more than 20% of
plan contemplates one tier of leveeaand no more than 25% of its private capital if its plan contemplates 1.5 tiers of

leverage. Se23C.F.R.§107740; and SBA “ Ame r i ¢ a n Ranvestmentctof2000:dndplementation of

SBIC Program Changes , “actingessotiateadmifiistratanforHnvastment, tH AllsSkalln s ,

Business Investment Companies (SBICs) and Applicants, May 4, 2009, p.

6413 C.F.R.8107.720.
85 1bid.

66 |bid. A SBIC may provide venture capital financingdisadvantaged concermsigaged in relending oringesting

activities (except agricultural credit companies and banking and savings and loan institutions not insured by a federal
agency) . Without SBA approval, these financings, at the en
capital. Adisadvantaged concern is defined asnall business thé at least 50% owned, controlleahd managed, on
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The SBA also regulates thewdedttetoesharge esmahld He
on loans, debt secutities, and equity financing.
In 1999, the SBA introduced the 1ow and moderate
encourage SBICs to invest in small“haudi hawvees
severe shortagbesecefisequnvyst fopfntteanl ianr et hoofs ea atryepaes
will not have the potential for yielding retur ns
particiopat®Thhgi ss eocmgroiitngediesi i nateinté vesot o SBICs
small businesses that have at least 56&% of their
moderate income area (LMI Zeaneme oermphHaowe ecast wlietahs t
primary resMld&BheriaxamplLe, unlike regular SBIC
have-yzatOmaturity, LMI debentures are available
plus t he Tshteubs tmebr ipeed.i od is t e itsisme mlettvheee ® t he
next March 1 or Septemberdelb.e nfthuer esst tbo phearvieo dc oamml
1 or September 1 maturity dates to simplify admi
In addition, L MI debentures are SBIsG erde caeti vae sd ifsoc
the sale of a debentur’s intecdsatedobys (fTorthhed:t
the stub persi oadnpn uwa2l) ftehee’s fSdBiAr she fdokBenytrtawars, pl us
and (3)sth% IS&8BAerMmsgea freesul t, these interest co
deferred, freeing SBICs from the requirement t
pay t hse aSnsBhAanal fees on LMI debentures for the fi
pard.

In FY2OIBSI Cs0 9mavdees tbment s i n small businesses 1oca
neafDpil Laboluwt%h 60of the total amount invested

I'n 2P0.OL715D4,0 Ehedgydependence and, SzwvtubhaoartiyzAd tt bd 2
i s Fmergy Savisng hlze bpeunrtpuors'®n eorfg ynakai migng Qual i fied
Invesfdnefhit e d i ni ntvhees “Gancetn tassmaalnl bus i naemrsisl yoncern
engaged in researching, mapubaattusingoodsveloopisr

a dayto-day basis, by a person or persons whose participation in the free enterprise system is hampered because of
social or economic disadvantage

67 The SBA has a general interest rate ceiling of 19% for a loan and 14% for a debt security, with provisions for a

higher interest rate under specified circumstances. S€eFIB.§107.855. A SBIC is allowed to collect a

nonrefundable application feé wo more than 1% of the amount of financing requested from a small business to

review its financing application, a closing fee of no more than 2% of the amount of financing requested from a small

business concern for a loan, charged no earlier than taefithe first disbursement, and a closing fee of no more than

4% of the amount of financing requested from a small business concern for a debt security or equity security financing,
charged no earlier than the date of the first disbursement. A SBIsbial&dwed to charge a small business for
reasonableoutf-p o c ket expenses, other than management expenses I
application. See 18.F.R.8107.860.

68 SBA, “Small Business Investment Compariie} Federal Retpter 5264, September 30, 1999

69 SBA, “Small Business Investment Compariies} Federal Registe6264 152646, September 30, 199MI Zones

are areas located in a HUBZgr@ Urban Empowerment Zone or Urban Enterprise Community designated by the
Secretary of the U.S. Department of Housing and Urban DevelopaButral Empowerment Zone or Rural Enterprise
Community as designated by the Secretary of the U.S. Departmenticfilage an area of low income or moderate
income as recognized by the Federal Financial Institutions Examination Caurectounty with persistent poverty as

classified by the U.S. Depart me n tSeeb3C.F.R.8IO75@ ul t ure’s Economi

S BA, “F oBack§ra@ihddnformation on Low or Moderate Income (LMI) Debenturés a t
https://www.sba.goebntentfow-or-moderateéncomelmi-debentures

"NSBA,Of fice of Congressional and Legislative Affairs, “Corre
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reduce tbaeasumpt ememeowfa bden e n@®BEmgeyr gy sSOauwricregs Debent
arset ructured as a disMIdaeheéntddhan texraapsd iemi Itahre rteo a
interest payments or SBAcawynuazbl ofiathphe, Eoerglhe SHh
plus the stub per isod sbseutaweceen dtahtee daenbde ntthuer ene xt M
paymen® date

Leverage

Leevr age Dr awdown

ASBlaG plies ftor tthien aSSmBclil aclv darsasgices)t'SaBniAc et ha di t i onal
commitment to reserve "hos pthse ffuB it fho mbsee .of 1 ever
applicatioaS BIsC adprparwosv eddo,wint tthekd s vieirmamrc iaasl cC 0o mm

The SBA accepts draw applicati9®BRA adappmo SBsl Ctsh ¢ wi
W, it 1ssuesaSaBIpC y(neeanltl evdo uacnh earp ptrooval notice)
a term of appr dxliema tae ISYBI &0t vod adyhrs a tweh refdu anhdrisd viotny a
ly basis.

o
o o =
-

ebenture is executed in conj unbcatsilkolne pwtiete ch bte a c h
BBAeral Home LoadwhBahmkpodviChecwmigwhe r $ Bl € undi
a‘iSBI’€ debenture(s) can be pooled with others a
curs every six mont h¥Dpheaok Mhechnandi feptembe
arges a SBIC the London Interbank mOffffner ed Rat e

o o

e SBA determines the size of the debenture poo
te.“tAll debentures scheduled to be pooled are |
t 1 called the Investmewtf NrewstYo'vamiddMhk lals® nma n a
e ol ftrhg SBcAumssi,gns an agreement with the Tr u:
i pal payments due on"Fhehtwodst hehdrebeadtwr it
0 f debent wrcausr iand si scsaddss dneawusst certificat
e trust certificatesAnt oo fifnevreisntgo rcsi ricnu ltahre ipsu bilsi
vestors of ‘talvea itlrawsitl iteyr,t it thiec & tenwashsi oonf t he s e c
ncerning how tHey can be purchased.

e SBA operates thesubBidypbagiam don aceezemp 1t s
faults occur, the SBA is authorized to charge
a nfdor peaarcthi siepaitriing 1issued (1% at commitment and

A 0T Coad 008 aD

o5 OB DD OoO"RBBEBOI o0 BBF

72p.L. 110140, the Energy Independence and Security Act of 200708 1Rnergy Saving Debentures.
73S B AEnergy Saving Debenture:  F A Qttps:/fivwvi. sha.gowbntenténergysavingsdebenturesgags
7413 C.F.R.8107.110.

SBA, “Fun8Bhg Phegram: htps/Momwveshagdsbickundingsbicprogram The SBA is

required by statute to issue guarantees “lldasoatsuchi odic inter
shorter intervals as it deems appropriate, taking into consideration the amount and number of such guarantees or trust
certificates.” See 15 U.S.C. § 6 87 m.

®SBA, “Funding the SBI C Htpsdwwwasha.gosicfundingsbicprogranw, > a t

7 bid.

78 To view recent SBIC debenture offering circulars see SBE BI C Debentures Offering Circula
https://www.sba.gowategorylendernavigationgbaloan-programsgbicprogramprogramdataperformance/

informationtru-1.
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to exceed 1.38% for debentures and 1.46% for par
which is fixed at the time of the 1leveriangge ¢ o mmi
feebate adjus®ed annually.

Debent urlee S8daLge Requirements

A 11 cdeenbsee®itBU1Ce i n good standing withapplde momstthet
SBA for finanweirddadgflepstsosBA@aAWeof]l eHowpvrvdmw,attechae aPB A
has traditionally faprprao vmadx dmbmtnd mir20 Wil Cat e cap
no fund management team may exceecdoff e all owable

million pe&rSASBlI Coando$ twader momelohi cems e ol
Debenture SBICs obt ai n -gluecavrearnatgeee df rdoenb etnhteu rsea lpea rotf
certifigatneant8BA debenture participation trust
years, althoughSBAlpnramd eecwt dtedbrdhitmge participa:
a term exceand nagl 11 Or eycceamts public offe®®ings have
Debenture SBICs are required to make semiannual
semaaal paymentssaanubhecBBAge, and a lump sum pr
investor s®SaBtl Cmatauwrci tayy.] o-wadr anot pedpdygb8BAures wi
Howeverguar 8BAeed debenture must benpaoarlppilble i n
prepaid on a semiannuad oaymemt(dnteredhe debent
mar ket conditions -uwadrretahseu riyn tseerceusrti triaftse aotf tlh0e t
Al s o, as mentioned prevabolues liyn tLwidSymdatbwmittnide 4,0 afr
years (plus the stub period).

Because the SBA guarantees the decademtemrtear,r ei nvest
parti dirmattitdanSi optpoosed to others avamdmdbdle on th
likely to accept a lower coupon (inteitsest) rate
guar #Asece thkhesuIBLC prodBdsi amhams etso aventure cap
reducceoss ti tosf raising additional financial resour
Becaudebenture SBICs are required to make semian
and semiannual psa yannennutasl ocnh atrhgee ,SBtAhey omend to fo

7913 C.F.R.8107.180; and13 C.F.R.8107.1210. The annual fee for debentures at the time of the leverage
commitment in FY2019 i6.094%. The annual fee wag82%in FY2015, 0.672% in FY2016, 0.347% in FY2017,
and 0.222% in FY2018. The participating securities program is no lorsgemgsnew leverage commitments. See
SBA, “SBIC Pr ogr a rhttps:/Amw.sba.dodoCumaensupporiobjeckobjectannualcharge

8013 C.F.R.81071120; 13C.F.R.8§107.150; and SBA, “American Recovery and Reinve
I mplementation of SBIC Program Changes,” letter from Harry
Investment, to All Small Business Investment Companies (SBICs) and Applicantd, K899, p. 1.

81 One debenture has a term of 10 years and 29 weekS. Bek, “Of fering Ci,Guamahteed , $1, 192, 23"
2.829% Debenture Participation Certificates, Series SBIC-2005 B, ” Se pt e mitips:fwwi.gsba.go? 01 5, a't
contentsbic201510-b-cusip83164 1feO.

82SBA, “Small Business I nv SmallBusiness N@e2dpai ni es ( SBI Cs ), ”

http://www.smallbusinessnotes.cdméinesdinancessmaltbusinessnvestmenicompaniessbics.htmj and SBA
“For S BI C:Fhkaneirlg Dptians Explainedat https://www.sba.goebntentfinancingoptionsexplained

8313 C.F.R.8107.5Q and13C.F.R.§107.1150

84 The coupon (interest) rate on SBA debentisdssed on the igear Treasury rat@adjusted to the nearest 1/8f

1%) plus a marketriven spread, currently about-B0 basis poits. Seel3C.F.R.810750, and SBA, “Trust
Certificate Rates: hipRIwaw dba deecontentirustecertificaterdtesshbit-deenturgools

Thecoupon rate for theost recent sale af SBAdebentureertificate, which took place on March 14, 200as

2.507%.
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mi-dnd -dtagga small businesses thast whiatvhe aa ppoossiittiivy
cash flow have resources available to make payme
interest payments or dividends. In many instance
seeking ecxappaiff®sailo nf.or

ParticSpaturng ilesveShIgl Resquirement

Although the SBA is no longer issuing new commi:t
aut horized to accept an applicatstfon feeomrhgeenf€§e
to 20t0H@p wifvat Alcsng,i faalhd management team may eXxce
maximum amoumth ID fmillhvieosmgpgéhfli ISIBIl €n afaiadr $t wo or mo
licenses under common contr ol

Participating securities Sd lr@sn toebetda ipnaerdt ilceivpeartaigne
securities. The SBA pooled thgoaer prtreaddc iparttiingi p
securities certificates, representing an undi vic
public offerings.cuSBAIipar tmaci thatvieng term of up |
public offerings had a specified a term of 10 ye
Theweedd public offfiariamgscadf pA3BAicipating securit
start of the participating securitifisnplkogram, a
SBAuaranteed participating s edc uar itteirems ocfe rltOi fyiecaar
was offered to investors on February 19, 20009, v

20 69 .

SBIC participating securities certificates provi
dividends on pastifeamr eadn sitmacdkme imard, or a priori
limited partnership equal to a specified interes
principal paymeant izt pmat mgi sgcurities SBIC is ol
pamyen‘omly to the extent it has suffi®ddent profit
participatinigs secablid itee @®BHL any required payme
paymentbseshal . Because startupo fatnedn eaarrel yn ostt aignei tsi
profitable, the SBA includeid flfaewrg maggec iirnc uiltasr sp atr
“anticipates that 1t will .bpea ycnaelnltesd fuopro nt hreo uStH InCes
early years of tamrd I tidvxepse cottfs stuoc hb eS BleGsmbur sed [ Db
amount.sumpded its guarantee over®the life of a pa

85U.S. Congress, House Committee on Small Busirgss|l Business Financirand Investment Act of 200@&port

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11;

andSBA, “ S B1 C: FRAQ@sb8gWhatinvestment styles and fund types fit besttwithe S BI C aPr ogr a m? ”
https://www.sba.gogbntentfaqs

8613 C.F.R.8§107.170.

8713C.F.R.8107.5500;andSBA “Of fering Circular, Guaranteed 4. 727% Parti
Certificates, Series SBH2S 200910 A, February 19, 208 pp. 7, 14, athttps://www.sba.goebntentsbicps2009

10-cusip83164tepb

8SBA, “Offering Circular, Guaranteed 4.727% PaP3 icipating S
20091 0 Rebriary 19, 2009. 2, athttps://www.sba.goebntentsbicps200910-cusip831641ephb

891bid., pp. 2, 3. Also, sed.S. Congress, House Committee on Small Busirrsgate Equity for Small Firms: The

Importance of the Paidtipating Securities Progranl09" Cong., ® sess., April 13, 2005, Serial No. 19
(Washington: GPO, 2005), p. 5.
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Because the SBA guaranteed the ceratSiBfiiCcate, 1inve
participat itnigf isceactuer iatsi eosp pcoestre d t o ot hers availab
more likely to accept a lower payments rate than
guar dntee

In adpgattiomi,pating securities SBICsvagt mwmre 11k
startup and early stage small bapartdss pathagaus c
secufSBfsCersequired quarterly payments to investor
investment . Because parotti criepgautiirnegd steoc ummai ktei etsh eSsBel
payments, they ar@asmatbubagwagmepfocsmsctoan for gr
profitability rather thanposittfsledpwaspects for

As DoeEcmbZ®lyr 801t he SBA hadwmatgtamadnnhge uapaid princ
$113bi 1 1 i on in SIB&m ldeiboenn tiunr eSsBI C$ par%%.7 cipating se
millioohmeirn SpSrB,lGamad P*°fiheg SBA also had an noutstand:
$34bi 1l 1ion in &8BREHidlelbieonnt uirne sot her, pPrimarily SSB

Impact Invest mentReSBli@ elneevnetrsa g e

The SBA acbdlhlempact Investment 28tBAdCgdtmiagarneaas vef cr i
national pnrgi ournidteyr sienrcvlieudd imar ket s and communities
credit a%0dn cJaupliyt a2l6., 2011, the SBA announced tha
lichaWeawarded to InvestMi®®*higan! Mezzanine Fund

9% The coupon rate fahemost recent salef a SBA guaranteeplarticipating securities participation certificatehich
took placeon February 252009, was4.72®.SBA, “ Of f e r iGuarant€ed 4.¢2¥% Ratticipating Securities
Participation Certificates, Series SBRS 20091 0  Bepriary 19, 2009, p. 1, bitps://www.sba.gogbntentsbic
ps2009-10-cusip83164tepa

91U.S. Congress, House Committee on Small Busirgss|l Business Financing and Investment Act of 2@g$brt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11;

andSBA, “SBIC Program: FAQs #7ti WhpatingtBecutntuss oPropeama”
https://www.sba.gogbntentfaqs
28 BA, “ S BI (FisdlrYeagDRata for the period ending December 31, 2018 t

https://www.sba.gov/article/2019/mar/28/quartetbtadecembe31-2018 As of March 5 2019, the six Specialized
SBICs had private capital of $65.7 million. Of th&mzialized SBICsfive had no outstanding financings guaranteed
by the SBA and one, witlprivate capital of $49.4 million, had40.6 million of outstandingSBA guaranteedebenture
borrowings See SBA;* Of f e r i n g986840000, GUaranteed 243% Debeture Participation Certificates,
Series SBIC 208-10A, March 12, 2019p. 8, athttps://www.sba.gov/article/2019/mar/13/sk2i@19 10a-cusip
831641fm2.

BSBA, “SBgfam: Fiscal Year Data for htips/wWwwesbaigoaiticley ndi ng Sept
2018hov/16fiscalyeardataperiodendingseptembeB0-2018

“SBA“Impact Investment Small Busine p.4d,athttps//evswshacgosttes/Co mpany ( “
defaultfilesffiles/Impact_Investment_Call_for_Action.pdf

®SBA, “SBA Licenses First Impact I nvhitpsy/umevsha.goeonterdsbai n Mi chi ga 1
licensesfirst-impactinvestmentfund-michigan Thelicense was dated April 25, 20IMlezzanine financing is a hybrid

of debt and equity financingndis typically used to finance the expansiorankxisting bisiness. It provides the

lender the right to convert to an ownership or equity interest in the company if the loan is not paid back in time and in

full. It is generally subordinated to debt provided by senior lenders such as banks and venture capitescompan

Another license was awarded to SJF Ventumsch has offices in New York, San Francisco, and Durham. It

reportedly will serve a licensing and oversight role and will not receive leverage from th& SB&BA‘chooses firm

with a cleartech profileas its newest investment partn@fashington PosMarch 8, 2012, at
http://www.washingtonpost.coimisinessin-smaltbusinesgbachoosedirm-with-a-cleantechprofile-asits-newest
investmentpartner201203/08/gIQAKgmPzR_story.html
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Licensed impact investment SBI Cs ma yt haepiprl y t o t I
private c¢apl7fmill,] iloinmi tlend atdod i$t i on, they may rece
mor en tlh0a0 % o f t h ediurr ipnrgi vaantye feitaspctiabTamtiyhéed 1Soqus @ b me t ) .
The S$SBAelahiimppact investment SBICs to a maxi mum
ap, twmpg75t ani $¥1 i on .

c
I mpact investment SBICs obtain leverasge in the s
t hrough tohfe SR muamtceed debentures with a term of
subject to the same terms and wemedrbovoudedasandebe
expeditedr appd wawdhstshonew atpop Itihcea tiinopmasct 1 nvest men
were being accepted

Early Stage SBIC Leverage Requirement :

The SBA edbebEashy Stage [IinmovdtiRpam8BadCcetanstiat
ital for early stage s malYA bluiscienressesd se at rhlr y usgth
Cy mmpply to the SBA for leverage of up to 100
lion. The SBA doefsomoltf xeemasgaeaarmnlpplsitcagd ohBI
t is under common control wietxhi satniontgh eera relayr Isyt
C (unless the existing early stage SBIC has v
will not seek addi tional leverage in the fut

ge SBICs obtain leverage 1m8—the same wa
he gvsamnamtcee d fdSBAnt ures with a term of
entures come in two for ms: early stage

]
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c aBb v
= o
o o e

tage standard SBdf€ddebdeiBhCedehenrt sreams | ab
ng semiannual’s paytmemd st Sanadneaunadte lcehmSrBgde e
quarterly ’payment s s o rdsa halnenoudaelb hcaht aSrBzde . I n
n eanulky wmhdgde aSBI @s reserve sufficient t
’sthaeanuBaAl charges for the first 21 payment
years plus the length of time between the
eptember 1, %Bre cRDeucseembeearr 11ly) .stage standard debent
SBICs to make quarterly payments, they are most
that have established a positive davhdfhdw ¢oabl
stage SBI C.
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Early stage discounted debentures are 1issued at
five years of interest on the debenture and the
di scount enleiemdi nfaotre se atrhley st age SBICs to make 1int
and to make pay¥ymamtmuadncthhe g8 BAor five years fr

%SBA St&rtUp America Impact Investment S®B6P01Aatitiative Policy
https://www.sba.gogltesfiefaultfiles/files/External%20Impact%20Memo%202002-26%20final.pdf and SBA

“SBA An n oOwiliondncrea$eSMatch in its SBIC Early Stage Fund and $70 Million Bump in its Impact

Invest ment Fun dtps//wivwabagodntendb@aniouncesdd@ million-increasematchits-sbhic
early-stagefund-and70-million-bumpits.

“SBA, “Small Busine ssEalrnlvye sSttmegeedesiBRbgiptad 5013, Apfil 27, 2012.
% |bid., p.25052.

9913 C.F.R.8107.1B1. The required reserve is reduced on each payment date upon payment of the required interest
and charges.
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he st dbEapelryi sd.age SBICs make quartetd yempa yment
he SBaAnnual charge during years 6 through 10. T
ebeist prd ncipal amount when the debenture reach

Because early stage discounted debetnst uorne st deo not
SBA annual charge for five years, they are most
that have not established a plesittoi weh ScBdsth: [ fyl s w at
As a result, early asrtea gdee sdiigsnceodu nttoe de ndceobuernatguer eisn v
stage small businesses, which by definition have

Reporting Requirements

Once 1 1cens erde quiarcehd StBol Cf ailsauwl t hi thheada S B h calmpderst
an auditappyr aveSdBAi ndependent public accountant.
site regmpht enye Yraxnadmirncaqtuiioresd t o provide the SB

e a portfolio fih@ndamn o poh ¢ fowlinocadnicnign gdat e f o1
of a smal?l business;

e the veahbdoprof and investments within 90 days
year 1in the case of annual valuations and wi:
ot her rtepo®ting periods;

e any material advewmne aealhadgasti gquaatwealy (wit
following the ¥hade of the quarter) ;

e copies of reports provided to investors, doc:
Exchange Commission, and documents pertainin
proceedudigsg dmicthi nal charges against any pert
compl et elhd speorsyomsd atement isn lkiolmersd.i on with

SBIC Program Statistics

As Doefmb &t, 8,0 1t h «38081 iweeerns e d S BI(X2%d eibne notpuerdea tSiBolnC s
participating/baemknedienettBEECdoESBREICEs, ) and

As showahd,ent he number ofgdanbetathyes SBILr hasent
Ho we vetrat atlh enlu nebeenrs clodf sS BltGGsyed relatively the sam
primarily dder ¢ dud thico ip lpaamrntteihcei pnautmbreg soefc ur i t i e s
SSBI Cs .

100 SBA, Office of Congressional and Legislative Affgi'sCor r e s pondence with the author,” W
10113 C.F.R.8107630; and13 C.F.R.§107.80.

10213 C.F.R.8107.640

10313 C.F.R.8107.650

104 pid.
10513 C.F.R.8107660.
165 B A, “ S BI :((FisdalrYeagDRata for the period ending December 31, 2018 t

https://www.sba.gov/article/2019/mar/28/quartathtadecembe31-2018
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Table 2. Number of Licensed SBICs by Type, FY20 10-FY2018

FY FY FY FY FY FY FY FY FY
SBIC Type 2010 2011 2012 2013 2014 2015 2016 2017 2018

Debenture 140 143 158 175 187 205 216 227 227
Participating ;7 97 86 63 53 46 41 33 25
Security

BankOwned/

Non- 47 46 44 43 45 43 47 47 47
Leveraged

Specialized

SBICS 13 13 13 11 9 9 9 8 6
Total 307 299 301 292 294 303 313 315 305

Sources: U.S.9mallBusinessAdministration,” 6 % ,& 3URJUD P Zeytdrab¥n3d,20L8ndSeptember
30, 2018.

The SBA has made it a goal to increase the numbe
an emphasis on new 3deob epnotsuirtei oSnB Itthsen hiperdsd8grsaenw t fho. r

OverSaBIlICs pursue investments 1incaahbhmasgotfmagrege of
invest meimtd.i WhBdmeple ci ml azeoarticulaandt hieelsdiavestdu
more generally. Most SBICs concentrate on a part
expamnosri otnurnaroundgramphiicdantiafy na whdah to focus

Total Financing

From the 1incepti onDeocfe nibh2ed8] S3BIBIaGpa oigmr vaeans tt e d
appr ox B9habtielllyi on i n 8hI185fri onxainmai tndgls y it W¥Asssma 4 1
mentioned pdDeecmbilys 18yflhe sSBA had a guarantee on a
unpaid princilpbaill Ibiaolna nicne SOl G ldebentures, $18.0
securities, and $56.7 milli®ThenSBAhaksophadaanl

WSBA, “FY 2012 Congressional Budget Justifi@acation and FY 2
https://www.sba.gosgitestiefaultfiles/aboutsbaarticle/
FINAL%20FY%202012%20CBJ%20FY%202010%20APR_0.{dfe SBA issued 23 ne8BIC licenses (21 to
debenture SBICs and 2 bankowned nonleveraged SBIQsn FY2010; 22new SBIC licensesl@to debenture
SBICs and} to bankowned nortleveragedBICs)in FY2011; 30new SBIC licenses (2to debenture SBICs argto
bankowned nonleveraged SBICSh FY2012; 34 new SBIC licenses (29 to debenture SBICs andb&nkowned
nonleveraged SBIQsn FY2013; 30 new SBIC licenses @to debenture SBICs arto bankowned, noHeveraged
SBICyg in FY2014; 25new SBIC licenses @to debenture SBICs an8to bankowned, nodeveraged SBICs) in
FY2015; 21 new SBIC licensesl({ to debenture SBICs artko bankowned, nodeveraged SBICdh FY2016; 15
new SBIC licenses (11 to debenture SBICs andbamd-owned, noHeveraged SBICSh FY2017, and 25new SBIC
licenses 21 to debenture SBICs and 4 to bamkned, noHeveraged SBICs) in FY2018

185BA,“ Of f e r i n g986(840;000GUaranteed 313% Debenture Participation Certificates, Series SBIC
2019-10A, March 12, 2019p. 7, athttps://www.sba.gov/article/2019/mar/13/sk2i@13 10acusip-831641fm2. The
SBA has occasionally provided a selected list of firms that have received SBIC financlading AOL, Apple
ComputerBuild-a-Bear,Compaq Computer, Costco Wholesale Corporation, FedEx, Intel, Jenny Craig, Inc.,
NutrisystemQOutback Steakhouse, Sports Authority, Staples, and Sun Microsysteitswebsite. For example, see

SBA, Office of Invesment and Innovatian “Ear ly Stage SBIC Program,” slide prese
https://mww.sba.gogitestiefaultfiles/articlesSBIC-Early-Stagelnitiative. pdf.
193 B A, <« S BI :(FisdalrYeagRata for the period ending December 31, 2018 t

https://www.sba.gov/article/2019/mar/28/quartatbtadecembei31-2018.
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Table 3.SBIC Investments, FY200 7-FY2018

($ in millions)

finaigi3ig

primarily 9%)r aancdq uvailrsion g
rnee fwu nbduii nl gd i dnegb to r( 1p3l
mOdcBPnery

lheagse ne gal 4 y
c o mmi 2 4ie hotfs
400 tfoa i 20 FV¥2OH 546 . 6 % i
FY201S8

debentures

privdDeemh a,iv eBFBne W B C hpr mge a me d
committ e3dBbaibloluiton$ i n s mal l

SBA Number of Small
Leverage/Guarantee Private -Sector Businesses
Year Commitments Investment Total Financing Financed
FY2007 $708 $1,940 $2,648 2,057
FY2008 $1,029 $1,398 $2,427 1,905
FY2009 $788 $1,068 $1,856 1,481
FY2010 $1,165 $882 $2,047 1,331
FY2011 $1,828 $1,005 $2,833 1,339
FY2012 $1,924 $1,303 $3,227 1,094
FY2013 $2,156 $1,342 $3,498 1,068
FY2014 $2,549 $2,916 $5,465 1,085
FY2015 $2,553 $3,733 $6,286 1,210
FY2016 $2,514 $3,478 $5,992 1,201
FY2017 $1,960 $3,767 $5,727 1,077
FY2018 $2,522 $2,981 $5,503 1,151
1101pid.
11 |bid.

12SBA,Of fice of

13§ B A, Of fice
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of

Congressional

and $2.

bushaars sefs ,cavpitthalt hat

amount W
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(
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prergeassnodmdyheveel s i
incel nt hFedn2.tlhe SBA ¢ ommi2ttheid 1ti ob €g usamraabnBt ebeu s$i ne s s
nvestSBdiCtss i nve 29 bd ldnotmhdr o$n ap rtiofasdtlei deflaipant al
n finanddsimgl Fobudinesses.

a s ha
accou

a -nRihanting to Businasses hy State; SYBBLC Pr ogr a m
FY2018, ” httpst//www.sba.gogitestlefaultfiles/201811/SBICProgram_FinancingbyState_FYs2014t02018.pdf

and Legislat20@8 Affairs, “Co
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Sources: U.S. Small Business Administration3HUIRUPDQFH DQG )LQDQFLDO +LJKOLJKWV )<
p. 4;U.S. Small Business Administration) < %XGJHW 5HTXHVW DQ@7312BILRUSPRAPFH 30DQ 1
Business Administration "6 % , & 3 U R JU D PJahyai 23, 26DBeptember 30, 201&ndSeptembel0,

2018.
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Financing to Specific Demographic Grotu

As s howabhd ien n §BBAXEs 1MdHdaand8ngf al1 financings)
t 013 8#il 12i%4nofl t he t ot al taanominotwmodfd-gfainndarnoclil negds )
small Dbusinesses.

Table 4. SBIC Financing, Minority -Owned Small Businesses, FY2018

Small Business Percentage of

Ownership Number of Percentage of $ Amount of Total $ Amount

Demographic Financings Financings Financings of Financings
BlackOwned 52 19% $33,904,388 0.6%
Asian Owned 49 18% $85,681,189 1.6%
HispanieOwned 28 1.0% $12,184.863 0.2%
Native AmericarOwned 1 0.0% $600,000 0.0%
Subtotal 130 4.8% $132,370440 2.4%
Other (Nonminority) 2581 95.2% $5,370201,839 97.6%
Total® All Financings 2,711 100.0% $5,502572279 1000%

114 pricewaterhouseCoopeisational Venture Cdfal Association; Mo n e y Tr e ¢ N#tioRat Aggragate Data”
at http://www.pwcmoneytree.com/

115Kenneth Temkin and Brett Theodos, with Kerstin Gent$Ehe Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital EWaishington, DCThe
Urban InstituteJanuary 2008, 8, at http://www.urban.ordJploadedPDF11601_sbic_gap_analysis.pdf

116 |bid., p. 1.
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Source: U.S. Small Business Administratiorffice of Legislative and Congressional Affaiggrrespondence
with the author,uDecember20, 2018.

Note s: Ownership is defined as owning at least 50% of the small business.

In additi&SQBI Gsn AfaYdhed hx 2d6g 0 f( al 1l fi%h@miclilnigesn t ot
(7% of tahmo umnott a)flitne noceemde @ s mal |l DHfuisnamredO%regs a@m@. 2
of all financilnégmi)l Itidé nolf(iOt.ch en e aortdayll veome nan f i nan
owned smalX businesses

Research concerning private-owawidu weomenzepdi t al 1 nve
s mabluls i nesses is lLismidtidd.itddedtta tme famsdarytto comp
SBIC psogmamst mentwned wmemenmeictayy | businesses to t
secst oirnvestment® in these firms.

In 2007, the SBA acknowledged ecantt ap rcoognrgarness stihoanta 1
“women and minority represefddndilbas imedn hfoSBhdn
yealshhe SBA reported at that time that it did no
it has tried to increatsicomwoime nt lmen dS Bnli G oprrict gyr ame phr
to venture capital firms, trade organizations,6 a
minority representation ‘ifn ntdiemgSHlGemntaugra fiiirmsl
minority reprasvestattinén commthe¢icr s ?AHodweiwe rs,eni or
despite thest hSenfaflolr tBsu,s iinne s2s0 0Ol9n,ve s Noatti adhd i ance (
Association of Small Busisrerescowdlgmeesstimamtt hGemp a mi
SBA capital achcaets stslspBrIb§feBcAe ms i fthga sp rdoocnees san abys mal

at attracting and licensi®® funds led by women a

During'@®@hmreg Sesls.88mell Business Ven,t uwas Capi't
introduced 200 Dard bretaSe®@ gt e Committee on Sma
EntreprenNarfhifpher action was taken on the
i nvieesntt s i1i-awmwe die s mal | sboucsiianlelsys easn da nedc o n o mi ¢ a |l
small busihgssneowmazermg the amount of |l evera
least 50% of their financings inyswmeménbasin
socially and economically disadvantaged s mal

Finanlyi nfSgt at e

As s hnofw®3 ein §F YIBIICs protvtiodednafindbmusimgsses 1oc
stattlese District of Cwihtumthiea mosd RFuenmntme i Rigcd,aking
Cal i f3o%fniinaa n(ci ngwerrt of la,Mk ntg7s€ (iReny i ngx7 tt aling §
mi 1] j oNmenwd Y®RXki na ntcoitnafgd&i2mg 1 1. 1 on)

W7SBA,Of fice of Congressional and Legis ]| Decembee2020Bf airs, “Corr e
118 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debature Small Business Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n geon, DC:

Urban Institute, January 2008.12, 26, at http://www.urban.ord)ploadedPDF11601_shic_gap_analysis.pdf

119Y.S. Congress, House Committee on Small BusirfadsCommittee Hearing on Legislation Updating and

Improving the SBA’ s [ nv e slli€ong, 15sessd Septamber 6, 2008 Setial NuRmbev g r a m s

11044 (Washington: GPO, 2007), p. 15.

120 | pid.

121.S. Congress, House Committee on Small BusirfegsCommittee Hearing On Increasing Capital For Small
Business111" Cong., ® sess., October 14, 2006@mnitteedocumentno. 112051 (Washington: GPO, 2009),$9.
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Table 5. SBIC Financing by State, FY201 8
(% in millions)

# of Amount of # of Amount of
State Financings Financings State Financings Financings

Alabama 1 $9.6 Montana 14 $234
Alaska 4 $17 Nebraska 11 $52.7
Arizona 56 $96.6 Nevada 7 $233
Arkansas 13 $53.4 New Hampshire 9 $255
California 392 $1,049.1 New Jersey 111 $2419
Colorado 74 $121.8 New Mexico 4 $2.2
Connecticut 26 $55.4 New York 233 $482.6
Delaware 3 $2.4 North Carolina 72 $138.5
District of 7 $14.7 North Dakota 21 $10.3
Columbia

Florida 154 $256.5 Ohio 97 $135.9
Georgia 61 $147.2 Oklahoma 27 $29.8
Guam 0 $0.0 Oregon 40 $118.7
Hawaii 0 $0.0 Pennsylvania 77 $130.0
Idaho 8 $35.3 Puerto Rico 3 $238
lllinois 164 $341.5 Rhode Island 9 $10.0
Indiana 45 $96.7 South Carolina 18 $53.6
lowa 4 $4.1 South Dakota 3 $20.0
Kansas 30 $58.0 Tennessee 48 $123.2
Kentucky 6 $28.7 Texas 276 $427.6
Louisiana 16 $104.1 Utah 49 $75.6
Maine 12 $34.1 Vermont 2 $3.0
Maryland 42 $57.0 Virgin Islands 0 $0.0
Massachusetts 105 $258.5 Virginia 47 $72.1
Michigan 72 $116.6 Washington 33 $37.4
Minnesota 69 $92.7 West Virginia 0 $0.0
Mississippi 7 $26.4 Wisconsin 37 $91.3
Missouri 91 $1089 Wyoming 1 <$0.1
Total 2,711 $5,502.6

Source: U.S. Small Business Administration, Office of Investment and Innov&BIC Progran® Financing to

Businesses by StateY204 to FY20B, 1 btW's://www.sba.gositestiefaultfiles201811/
SBICProgram_FinancingbyState FYs2014t02018.pdf
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received the largest share of the total dollar
1997 to 2005. The two states accounted for more
invested by private venture capital funds. In coc
received the largest share of the total dollar
2005. The two statesthicecdbu@2®ld@ %poaod dlesdoltham vak
by debentlunr ea dSdBiftkieso.t op 10 states in terms of the
vol ume 1 nve {needa ralcyc o8u4n% eodf t he total invested by
compared withr € 4%®F06s. debentu

A comparisobnys odt ¢hdistndsbetoonvehtprevetaunpital v
in 8hld SBIC finatstTalhWesnsgh¥2 @WUlr bam finsdingttehat
SBICs investments were more evendgctdostvebtimaered a
capital fund investmentte Ha otmhd 99&s ¢ dot Riddg. chart i
208]Calif 63 % Ne w( YB2%) Mabk s ac Wuatnlde x 42%6) ( 2 ecei ved

the |l arsgdst hehaoe¢al dollar volume invested by pt
states amoaowenftodfidi f®oh¥s) of t heolomel idebkbbaedvby pr
venture cduriitmg tfhual®d st icnoen tprearsito,d t he four states
of the total vol ume 8{ Cut s f . Weaw 8BolrCks, i1Me W YY200r 1k
8. 8T%,x a7s.%8amd Idd2hoascodd%®df folhe total dollar v
invested by SBICs.

Legislative Activity

PL. 1135, the American Recovery and Reipmrwestsmeomts Act
designed to increase the amount of leverage 1ss1
maximum amount of leverage available to an 1indi-
$150 million,,awtibfewvncr eusns lanngosutnhte onfa xlienmwver age a
t wo or more licenses und?ée?I tc oanimsoon ecnocnoturroalg etdo S$B2IZ
investment n smaller enterprises by requiring ¢
(February 1 2009) 268 otralfyfuhateatiheacing ¢

i
7
e
6 miltlaoxcnnatmdi nvemagfonfttlee preceding
In

smaller enterprises. ARRA defined smaller enterp
more than $
than $2 wmrl Ink e t'si nsgi ztehes tSaBnAdar d f o its industry

122 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n gheon, DC:

Urban Institute, January 2008, % 18-24, at http://www.urban.ordJploadedPDM11601_sbic_gap_analysis.pdf

123 pricewaterhouseCoopelfsational VentureaCa pi t al Association, ,RefenalAggregate Capi tal 11
Data &thttps://www.pwcmoneytree.coRéportsHomepage%20RegionalAgg.xlsx
12413C.F.R.8107.1120and13C.FR§ 107 . 11 50. Previously, “the total principa

and participating securities guaranteed by SBA and issued by any SBIC or group of commonly controlled SBICs may

not, in general, exceed at any one time anamounteqoal t hr ee ti mes s uc Hn20@BI$1306 Pri vate C
million, whichever 1s 1ess, of which no more than two ti me
participatin@BAs ecQfrfieeriiesg "CiSreceul a r , Pditicipation Gertificates, Séries7 2 5 % De b et
SBIC 20081 0 SBept&dmber 18, 2008, https://www.sba.gogbntentsbic-200810-b-cusip831641tenl P.L. 102

366, theSmall Business Credit and Business Opportunity Enhancement Act af $83Be maximum leverage

amountfor SBICs and SBICs under common conab$90 million Licensees under common control walewed to

have aggregate outstanding leverage over $90 million only if the SBA gave them permission ©.dol€%135, the

Small Business Reauthorization Act of 199&t the maximum leverage amofont SBICs and SBICs under common

control at $90 milliorand added the requirement that the amount be adjusted annually for inflation.

12513 C.F.R.81071150; and13 C.F.R.§107.710.
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ARRAl ewmcodSBIg€ 1 nves timecmotmse iam elaaSwBl ¥ dlilkcewiseg on
or after O¢boobé¢rect, td2002ve a maximumnde$%25aQge ar
million for two or mor ¢ ftlihiec eSnBdedse shtansddeira tc d mmosnt c¢5c
its f1inamnicnicnognse igne olgorwva p hdtch aatr eaats laenads tc e5r0t% foife it s
investmentsi wédme bgeo @t dplwi c areas.

As part of its Stoanr tJuapn vAanrdyh ie3c 14) b [a2mblalt 2Aa tmi weé St r at i o
recommended thats tamenuSQBIl Quprhogrizmti on be 1increa
billion and that the amount of ©®BA ¢ nvheerale avali
mul tipls€amitygnesiémbidtundsereased to $35070million fro
April 27, aDg@blitshkke SBAFfideral/ eRlegbibt sthhevg t he
billion Early Stage Imnd&uyadt0i onn | I Blo@ I mi tSiBAt 1 ¢ o e (
and up to $200 million in SBA leverage per fisca
encourage SBIC program investAmewti d1libecaiskyustag
secver aha vwel |lHeseddrwmidhgmtgas stso expand the SBIC pr o«
increasing its annufgbnagthkwon emditwg Isflmcnt ¢ ymskl i ¢

of funds 1 i mietnatga efd¥ ehismihligh it cdfiewad d SIBiI75 t t o §
mi | Keinoang ¢ e dt horizing a SBIC program specifically
investments in business st ar t(uipnst raonddu coetdh)er ear 1 y

Legislation to Target Additional Assis
Stage Ssmmhahé¢s Bas

Some Members and small bubegesbhatadeoncaobesshabbiwp
‘permdoemgressionally authogetzteddSBICopandbgnsmiso

and early stage small busineisvseelsy, rwhsikcyh ianrvee sgtemmec
also as having a relatindVychigh podHteatgaetifigrayg
assistance to startup and kar3IBAsatrage ispmaliln gb wsi
program was crreeeaitwedd tion feisltimeantpegsapebendt utrieng fr
progs afmoc usa nodn-dmaigdga s mall businesses. Because th
providing new licenses or levevepgel hidMombpersicipe
i ntr oldeugcicestlloa tcr eat e a new SBA program that would
startupystaageesamdl]l businesses.

For e xdaunrpilneg' 'Ctohneg rlelsls, t he Hous el 8pPh, sRs.e,d5,2 b2y a v o't
Small Business Job¥¥AmadgCretdiprdvisobn2lls pass
H. R. wou¥Zdve authorized a $1 billion Small Busin:¢
The proposed program would have provided equity
matching funds to each participatingphatnvagt ment
investment companies to invest in small busines:s
stage small businesses, defi“gedsasanhovsk smhé¢d T

12613 C.F.R.8§107.1K0.

127The White Housé; St art up America Legislative Agenda,” January 31,
https://obamawhitehouse.archives.dgog/201201/31/egislativeagendastartupamerica
122RepEdward Perlmutter, “Pr oviHRi529 Snall Busirfessdobshaad CrefittAatofi der at i on

2010, Ro lCQongressionallRecdrdidily edition, vol. 156, no. 91 (June 17, 2010), 4608 H4609
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exceeding $15 million 1n¥?PTahrey pofo ptobsee dp rper wiga msm  te hnr
venture capital investments in star® up compani es
H. R. ,5297subsequently sagpnperdo viendt ob yl aCvo nbgyr ePsrse saindde n
SeptemberPl21132402 0tllDe ( Smal I Busi,dedsndobsndAttudef 2
legislative 1 anguages aFuatrhloyr iSztiangge alF'#BonsaeltvlmeRut siiPnreos
aut hor i zyeeda ra Itnhtreereme di ary Lending Pilot Program
than 20 eligible nonprofit lending intermediarie
and $1 mintleirometdpiganr yi nt e.r eTshte rianttee ronfe dli%ar i es, 1 n
loans to new or growing small busThesses, not tc
Intermediary Lewad nffuiPdddtf Pmsoligwmdgesnent ] Yhirty
par ceiimat he ®rogram

As ment i oneidn p2tOhle2i,8 BA 1l ghsata a Bt lpigseh ieSdBtli€Caot 1 v e
encourage SBIC investments in ear'lCy nsgtracgses ,s mal |
H. R, 3 hhe Smalll Business InvestameSht ]En8hhmenicle me n't :
Busines sn IAcnto veabt uillofld & t hdtrhiez eAd mi ni stration to est
sepaSrRltG pr o gr atmas gnabtulseiantellsys eSmal I Businesfs I nnova
20 Iwa)si mrter o8 uc}ddfri nEonkeecb b4

Dis cussion

Advocates of efforts to encourage capital 1invest
including Members of Congress who have served or
Committeewed htalvaets attlgée m$ BAt i on of the SBIC partic
has c¢r e &itne dt hdse gSaBpAs t i ng array of capital access
provision of capital t o eianrtleyn ssitvad®*@ snsdmasltlr ibeuss.i n e
RepresentativarNpeida oMeltédhzrquHozmse floor during c
H. R. :5297

1294 R. 5297 theSmall Busines Lending Fund Act of 2010389L. Definitions.

130|pbid. The nine targeted industries agricultural technologyenergytechnology environmentatechnologylife
sciencejnformation technologydigital mediaclean technologydefense technology, amthotonics technologyA
similar $200 millionSmall Busines&arly Stagdnvestment Programwas included irH.R. 3854 the Small Business
Financing and Investment Act of 2009, which was passed by the House on October 29, 2009, by a v32. tifi889
awaiting action in the Senate.

BlSsenAl Franken, “Small Businé€s20L6ndi RgCdhgressiohal Récopde No. 237
daily edition, vol. 156, part 125 (September 16, 2010$/458

132p L. 112240, the Small Business JoBst of 2010, 8131. Small Business Intermediary Lending Pilot Program

13BSBA, “Small Bus i n eRrofiteSourcesdor SBAN enva nNoend Loansat” August 4
https://www.sba.gogbntentsmallbusinessebavenewnon-profit-sourcessbafinancedloans and SBA,
“Intermediary Lending Pilot Pr ogr btps://iwinsBa)gosltestiefautt/me di ar i es ,
filesffiles/ILP_Intermediaries_150218.pdf

134.S. Congress, House Committee on Small Busir@mssl Business Financing and Investment Act of 2@sbrt

to accompanyd.R. 3854 111" Cong., ®'sess., October 26, 2009,Rept. 111315, p. 2. For the arguments presented

by various organizations advocating programs to assist early stage small businesses and startups, see U.S. Congress,
House Committee on Small BusineSsbcommittee on Finance and Tax Hearing on Legislative Proposals to Reform
the SBA’s Capi s &llhCang.cFesass., Julyi23, 2009 H:Doc. no. 1039 (Washington: GPO,

2009), pp. 1612, 6667; and U.S. Congress, House Committee on Small Busirelé€ommittee Hearing on

Increasing Access to Capital for Small Busindgst" Cong., ® sess.October 14, 2009, H.Doc. no. 1051

(Washington: GPO, 2009), pp.-35%, 5654, 6369, 8699.

, 2011
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This legislation, Mr. Chairman, also recognizes that capital markets are changing
dramatically. Credit standards are stricter, and small businesses are now looking not only
to loans and to credit cards to finance their operations, but they are also lmokingjty
investment to turn their ideasto reality. This has become everore pronounced as asset
values havedeclined, leaving entrepreneurs witbss collateral to borrow against.
Unfortunately, venturdchpital and toeguitpastmentias declineal.

Last year, such investmergtummeted from $28 billioin 2008 to only $17 billion last
yearThis is due, in part , decisiontotexminpahey i SBIA’ sadmi ni str
largest pure equity financinggrogram—the Small Busiess InvestmentCompany
Participating Securitieprogram. This has left many entrepreneurdso need equity
investmento fulfill their business plans withoutsource of such financind®

Opponents of efforts to enceuardgesctcaget shmhalhvdauat
have argued thdpilsaucthneefcfeosstar woruilsdk or costs on
wére dealing with record debB¥Dwmmidn gt ncsarmsstiad enraabtl ieo |
prop8®8meldl Busianges sl nEvaersltymeSntt aPrrgougerda nt, h aotp piotn ewatss 1
t hawouiltd 11ikely encourtalgteler ilsekgyi silflavielispt nnbedn¥ gso, f raendd
the fundibg "imveatrdd stag¥® small businesses.

Legislat
In 2009,

onS BIdCG hnare age Levels

i

he Small Business InvestdermnmAltliicadde ch
rgued thaftitdreciprgg glramel s would increa
t

improved s licensimmgeprtdheoens smorg prianed d/uraensd tod

percentag of SBIC regulatory capital allowed fr
increased from i33%pard emd) makmumBitd @ifpr ogr am

1 iceffnasnei 1 y ofatf utmd$2 215 mmitl (i on for two or more 1i
contrwds increased to allow SBICs to have a seri
e x a mfolne, fund could be winding down, another <cou
ramppig u

During'®@hmregddRsiB854 t he Small Business Financing ar
which was passed by the HHRoS5D%e tohne Bentaolble rBu2s9% ,n e2s0s(
Assistance andwReékbhefwaAcmoof r2pb@dted after bein g
for consideration, proposed to ¢memmghaecge greater
maximpwemcentage of SBIC regulatory capital allow

to 45%30%Bont h mewosuddehave also indésmedseglehe SBI
licefnasnei 1y of funds 1limit toihX5®amicldl ishhe SBd® H

1%RepNydia Vel 4z qu e 2qbsandGredit Act &B10 s © n & e 8 sCengréssibnal Recordiaily
edition, vol. 1%, no. D (June 162010), p.H4516.

BBRe p . Sam Graves, “Small Business CbngtessionaliRecordot 5d,i t Act of 2
no. 90 (June 16, 2010), p4B16.
B7bid;andRep) e f f Flake, “Small Business Early Stssign@ I nvest ment

Record, vol. 155, no. 171 (November 18, 200913083 Note:H.R. 3738 the Small Business Ear§tage
Investment Act of 2009, wame of eight bills merged intd.R. 3854 the Small Business Financing and Investment
Act of 2009 and was lateaddedto H.R. 5297 Small Business Jobs and Credit Act of 2009 H.Res. 1436.

1381.S. Congress, House Conttae on Small BusinesBull Committee Hearing On Increasing Capital For Small
Business111" Cong., ® sess., October 14, 2009,0c. no. 112051 (Washington: GPO, 2009y. 32, 87.

139 bid., pp. 88, 89.

140H R. 3854 the Small Business Financiagd Investment Act of 2009481. Increased Investment from Statasd
H.R. 5554, the&small Business Assistance and Relief Act of 2BB@1.Increased Investment from States.
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lim$S25&®f million to $400 million for multiple fui
after September 30, 2009, andcomeecgteeogarnddp Boi ofat ¢
increased t hsaauShloG imwraagroamm Il evel . 8rbmi oo $46. 5 bi
FY2 0¥ 1

The Obama Adamlisne csotnmrngetnadeendpStratr toufp iAme(rwhiac hnitiat

includeds$Stihdbi SBAon ecarlgndtftapBBIConwuleG i mentesSI
initiativégognghass thdopdtl2l egislat’soannhaalncrease
authorization to $4 billion from $3 billion. The
l11'Congress adopt legislationage amaerkbabbethe h
under common control to 350 million from $225
During'®hregdd®s,, 33m211 Busin s Investment Compe

ri ines
Act2®fflwoulmc huwdgamgeemt er utilizatbpninérehsei 881 Cheg
maximum amount of outstanding SBA leverage avail
< .

i
lesser of 300% o$fl 510t smiplrltilvoand B © Sintpsf tprfli voart e capit
$20mi 1 I £ omaj or i t y o f hceohnep annayn aagreer se xopfer i enced i n 1
morSBI C Il compandds would also have increased the

tstandenwgr 8BA tawoa iolra brdoarnetd elri cceonnsmeosn $c3a5m0t r o 1
mil Fré#ém2ni 1 11 on.
S . 2136bill to increase the maximum amount of 1 e
Business Inveswmelnd nlAaowdgargeealt9es5Sr8 ,use of the SBIC
increasing the maximum amount oformumoernteanldi megn S8BY
under c¢ommon $c3cSOff mnwi ifii2lo2nSiad weo ull ddve c de Ase SBI C
progs aanmut horization level to $4 billion from $3

On March,SI.5SAmdtQ.1 21h83 3] NVEST 1 n, Amasi od fAactedofon2 Gl
Senate floor as an amendndenRt. ,i3n6 ttahpes tnaarttu rCurof a
Busi Sitast upwhAch had previously passed the House
amendment omopwsagedDr theecB By i(mrc)agraasmng t he

maximum amount of outstawmditwpg SBAmlbaweehdagenasweasi
ontooB 350 rnoiml dfi2l2nSi o 1 na m dt ah(sed MSgB 1 Cs parwtghrcarmi z at i on
evel to $4 billion fronH.$R3. ®i6I0h6i @ mewhdilcehn S e nat e
id not adoprogs alhesTBd €cepted the Senate amendn
ill, which Presideént.-OB)dda signed into 1 aw (

344he SUCCESSnSAc t3 Soffh e2 ORle2s,t or ing Tax and Regu
ma 1 1 Busineswoeud dlhAea moh g2 0ther dtrhSeBl € i on s , I necr ¢
rogs aanut horization amount t odt $mdu lbtiilplliecon from §$3
l1icsfnasnei 1y of funds 1limit to $350 midilHd on from §
maximum outsdgadamguitetvavailable to both individ
common control to account for 1nflation.

In adHiRioajf®h4 Small Business InAecst mdnt20dE&mpany
which was passed by the Housiencodie hfBck € mber 18, 2
progsmurhtipls/£amitygnet $3umGdis] il dmdihfirldlm o n .

T nwnn oa—o

141H.R. 3854 8401. Increased Investment From Staf493. Revised Leverage Limitations For SuccessBICS, and

8408. Program Levels; ard.R. 5554 8591. Increased Investmeinbm States§593. Revised Leverage Limitations

for Successful BICs,and 8598. Program Levels.

“2The White House, “Star t uahttpsifobamawhiteholse.aréhives.gitgitlefault/ Agenda, ”
files/uploadssétartup_america_legislative_agenda.pdf
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During'!®dhmrgrlsd Sme, ntai on eR. Ip.e7eflvii doruesal sye, d etvheer aagren u a 1
amount the SBA is authorized to pnr oavdiddiet itoon StBol Cs
increasings tahuet hporroigzraatmi o nS .a md ithhte tEx p%dh dh inlgl iAer e s
Capital for Entreprencewaulaavy ealccrdedhesresp ™agr d i XCEL A
multiplsfamityneé funds limit t9. $BZ®cbhwmlvdel i on frc
among othecal pwondt s omsmglrtaimpIs/f ami tgneé funds 11 m
$350i ann 1 1

During 'CbagPétds-11l131€£€basolidated Appijapmdiecatsicons Ac
t hSeBIpG o gsmaurh t i pks/E ami ty of fundod®IlnmadHi Bi $Sh50 mi
590p88mell Business Invest menntr oQpupcoerdt vomi ,tSye pAcetmboef
and referred to the Houweuladmme td¢ keaexa muSmma l 1 Bus
amount of Il everagk 0 h%audefl a8SpBHleCv a pe BBO %s i hopractice
o870 mi,l lwhoinc heftredmesclhessnd 0 mxhwemuSBriadv at e
cap(2@0% inofplrSdc tmwhdi)che ver is 1ess

During'®@hreg®PedEs-1 8l7iBemal 1 BusinOppolthuast mentt of
incrde hneaex i mummw unt o f ilnedvieSiBdeéon I fSolr7 5 mi 1 1 i on fr om
million

Di scussion

In 2010, the SBA announced that one of 1ts goals
“acceptance in the marketplace and increase the
leverage tios siumepdr osvoe acsapi tal "4Thes SBfAom ssmall dbuh
ARRA changes to the SBIC program would help it
maximum | everage a9Vaoi Itahbrleee ttoo mM&EBI Gsh et oprupvate c a
SBC, or $150 million, whichever is less, and $2:

contrnodl intheasmadi mum leverage amounts to $175 m
$250 million for multiple funderulBeéeot embmmo B O¢g or
2009, and invest 50% of theitf*dollars in 1low inc
As mentionePd Lp7 évhidawsalsye,d the annual leverage am
aut horized to provide to,PSBL-C#3t4dohe$ 4C obnislolliiodna tferdc
Appropriations Act, 20 1s6 muilntcirpelacyeld fctelhes e B If G inpnil d
to $350 w®mldl-i §AHemal 1 Business Investment Opport
increased the maxi mumdad nBoBasuCe 11675 1mei lelriaogme f or

Advocatreoer mghse SBI Cs plreowgearalmgee lamguesd t hat these
necessary to help fiddrmaypeotecapdt¥lhmacaecs hepSd

143 previously,S. 552 the Small Business Investment Company Capital Act of 2015, and its House companion bill,
H.R. 1023 would have increased that limit to $350 million. The Senate Committee on Small Business and
Entrepreneurship report&l 552on June 10, 2015. The bill was placed on the Senate Legislative Calendar under
General Orders. The House Committee on Small Business repbRed023on June 25, 2015, and the House passed
it on July 13, 2015.

144 SBA, “Fiscal Year 2011 Congressional Bedigustification and FY2009 Annual Performance Reppri52, at
https://www.sba.gogltesfiefaultfiles/aboutsbaarticl€ongressional_Budyg_Justification.pdf

1455BA, “SBA Project Plan, Section 5 pabhttps:AwBnv.€ba.doeltest r am Changes,
defaultfiles/recovery_act_ngortskba_sbic_plan.pdf

146J.S. Congress, House Committee on Small Busirgssll Business Financing and Investment Act of 2@€brt
to accompanyd.R. 3854 111" Cong., ®'sess., October 26, 2008i.Rept. 111315 (Washington: GPO, 2009), B.
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addition, they ar guepatrhtaitc itphaet idnegmisseec uorfi ttihees SpBrlo(
‘underut’ofizthei SBIC debentures program is preven

accessing the capital necessary to fully realize
economi c*Oacoherygyther hand, others worry about t
SBIC program has for the taxpayer, especially 1f
stage small businesses which, by deifgihreirt iroims,k h a
for default than businesses that have establishe

Concluding Observations

Sonmde mbers oha&€engdethasth otbhded pSrBoAvi ded additional
assist small businessesstiamr ta c qcuoinrtiinngu ec, a poirt aelx pnaenc

creat®lgotbheir view, encouraging greater utiliza
small business access to capital, result in higtl
economicogrewalmpl &, on March 19 ,0n2t@hfe2,I NdMiIESiTh g S e
in Americat A8anefo200OR2ympia Snowe argued

The amendmenS.Amdt. 18331 and Senator Ladrieu introduced would also help small
companies access capital by modifying the Small Business Investment Company, SBIC,
Program to raise the amount of SBIC debt the Small Business Administration, SBA, can
guarantee from $3 billion to $4 billion. It wouldlso increase the amount of SBA
guaranteed debt a team of SBIC fund managers who operate multiple funds can borrow.
The SBIC provisions in this amendment have bipartisan support, are noncontroversial,
come at no cost to taxpayers and will create jobsd@/ieot get many bills of this kind in

the Senate anymore.

One of the most difficult challenges facing new small businesses today is access to capital.
The SBIC Program has helped companies like Apple, FedEx, Callaway Golf, and Outback
Steakhouse become umehold names. As entrepreneurs and other aspiring small business
owners well know, it takes money to make money. This legislation ensures that our
entrepreneurs and higirowth companies have access to the resources they need so they
can continue to drivdmericas economic growth and job creation in these challenging
times. There is no reason why Congress should not approve this amendment to ensure
capital is getting into the hands of Amerig#ob creators.

This amendment will spur investment in capitdrved startup small businesses, which
will play a critical role in leading the Nation of the devastating economic downturn from
which we have yet to emerge. For those who may be unfamiliar, despite significant
entrepreneurial demand for small amountsagfital, because of their substantial size, most
private investment funds cannot dedicate resources to transactions below $5 million. The

147U.S. Congress, House Committee on Small BusifagsCommittee Hearing on Increasing Capital fansll

Business111" Cong., ®'sess., October 14, 2009, Boc. no. 112051 (Washington: GPO, 2009), #8-91; andRep

Nydia Velazquez, “Small Busines s Cbngressional Recordaiyedition, Act of 20
vol. 156, no. 90 (June 16, 2010) 44516

148 Rep Nydia Velazquez;Small Business Financing and Investment Act of Z0B@use debateongressional
Record daily edition, vol. 155, no. 159 (October 29, 2009),p2074 H12075;Sen Mary Landrieu,“Statements on
Introduced Bills and Joint Resolutiosemarks in the Senat€pngressional Recordlaily edition, vol. 155, no. 185

(December 10, 2009), £12910;The Whi te House, “Remarks by the President or
Gr owt h, ” De c athttpg/loba®awhitehouseaychives.gealitycheckthepressoffice/remarkspresident
job-creationandeconomiegrowti; andTh e Whi t e House, “Startup America Legislat

https://obamawhitehouse.archives.gitestiefaultfiles/uploadssétartup_america_legislative_agenda.pdf
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Natiorn's SBICs are working to fill that gap, especially even during these challenging
times49

Ot her s wo rproyt eanbtoiuatl trhies k an expanded SBIC progra
federal deficit. In their vVview, the best me ans t
and create jobs is to reduce bus9Fmers mepxt axes and
Represent at itvhee hSaainmr Gorfa vtehse, Hous e Committee on Sm
the Small Bus¢ssi nE¥20il€3ovmmiatntde eetstt e rmattoe st he House Bu
Committee that the House Smalls eBuisn ntehses SCBIntini t t e
progs aamut horization to $4 billion from $3 billio
opposed fundsamagr Ifyors ttahgeaSBRAIl Cmpadtt ianvest ment SB
because of their poteandulad towagemeohigheodSBBCt
provide federal funds to subsidize the SBIC prog
views and estimates letter that

The debenture SBIC program is designed to provide equity injections tolamilesses

that have been operational and have a track record ofloashnd profits.... T pregram

is financially sound because the structure of repayments ensures that the government will
not suffer significant losse3.hus, no changes are needed ® phogram and it operates

on a zero subsidy basis without an appropriation. The SBA budget is fully supportive of
this program and we concur in that recommendation, including raising the program level
from $3 billion to $4 billion.

Presumably, some of tlelditional program level (which will cost the federal government

no money) will be used to support two new variations in the Debenture SBIC Pijtlggam
early stage SBIC initiative n d t he 1 mpact i n v eNeitheréniiativeS BI C i nitiat
has receied authority from Congress nor had its operational principles assessed by the
Committee prior to implementation. The Committee reiterates its recommendation from

l ast year s v i—ene funds shauld bes allacated frens the additional
debenture mpgram levels for these two progranidie Committee on the Budget also
should provide further protection to the existing debenture SBIC program by requiring any
modifications to the program, whether a pilot program or not, be based on a new subsidy
calculdion that ensures the current debenture program will operate at zero subsidy without
any increase in fees due to losses stemming from the Impact and Early Stage Innovation
programs'>!

The House Committ’se F¥R20$mabv]l e Busmenidtsesrsattienh ttelse | ¢
commistoepposition to the funding of these two in
modi fications t‘whathlee SBd Cpiphotgrmpmogr am or mnot, b
calculation that ensuresopdrattcaaratt nze de bewmb unirdy g
increas® in fees.

499 en. Olympia Snowe, “Jumpstart Our C8ngressional Record®lt art ups Ac't
158, no. 45 (March 19, 2012), pl5845.

National Federation of Independent Bthdpi/mevnfibcomt Payr ol 1l Tax
issueselectionsissueselectionsitem/cmsid49039/andN F I B, “ Go v e r n Mashingto§, P€ah di ng, ”
http://www.nfib.comissueselectionsissueselectionsitem/cmsid49051/

s

BlRepSam Graves, “Views and Estimates of the Committee on Sm
Concurrent Resolution on the Budget for Fiscal Yeai3201 Wa s h i ,ipg 4, b, ahttp:/Bnibiz.house.gov/
UploadedFile/iews_and_Estimates_FY_2013.pédso, seeRepS a m Gr ave s , “Views and Estimate
Committee on Small Business on Matters to be set forth in the Concurrent Resolution on the Budget iedtiscal

2012, ” Was hi n gt hitp//[smbiz.6ouse.podploadedFiles/, at

March_17_Views_and_Estimates_Letter.pdf

152Rep. $eveChabot “ Vi e ws aof tie CBramitteenom Sneall Business on Matters to be set forth in the
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Concurrent Resolution on the Budget for Fiscal Yeal6201 Wa s h i n @, tathttp:/smaliusinegs.house.gov/
uploadedfilesz-12-2015_views_and_estimates_document.pdf
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Appendix.Small Business Eligibili
and Application Process

Small Business Eligibility RequirementH

Only businesse§sds tdheafti fsmmtiiid yt hpeh rStBiAci pate 1in the S
Bus i nmusste sme et ¢si tshiexe tshtea SdBaAr di tdir tthleey amdu ptrd ym
n g aogtehde 'S BaAl t st mat s tendar dr afno.r S BileCsS BulsCe ptrhoeg s i :
tandard that 1s most 11kedlt ¢ osniagten Vsetfayn dtalred cfoomy
BIC prThgr amrrent SBIC alternative size standar
0 1 4t,a nigsiebt]l ewor t s R 0%.fifi f hmslo average federnmhcome af
ncome taxes (ox¢tbusdeng doy ¢c¢herdiscadi ygatr wo no
n excembl PYAd#écowofmp’anyubsidiaries, parent compan
ondered in determining 1f it meets the size sta

addition, since 1997, the SBA has required ST
afiocbmginesses at the 1 oweftpreinmda roifl“thhdee pacuw sma t t
amicazalstandards applicable to the SBIC progra
ot h S'B'R. pr-SorgelqdufiBrleCs 1 icensed afmeet the date
Febru 17, 2009) to certify that at least 259
A smaller enterprise 1s a company t
more thant &xetmilnlcioome dmd 4 her pge cafdt
n $2 misl Isiizre ort amedeatrsd time t hBAindustr
ngaged.

[¢]
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=ai= ¢
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nter p
worth
no mor t
primaril¥
ASBIC |1 oocesfeod e Febrtubmastyola7l r e2086D9ed any SBA 1 e v«
commintt me after Fenmurstarhyavle7,at200%fst 20% of its ag
(plus 100% for leveragenvemmetdméentsmMatveéer$eatmri

r
r
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158SBA, “Small Business Size Standards: Infl aFederaln Adj ust ment
Register3364733669, June 12, 201ZhepreviousSBIC alternative size standardthich was established in 1994, was

tangible net worth not in excess of $18 million and average net income after federal income taxes (excluding any carry

over losses) for the preceding two completed fiseakynotin excess$f6 mi 1 1 i on. See SBA, “Small E
Standards: Increase Size Standard of Small Business Concerns Eligible for Assistance by Small Business Investment

Co mp a n i Federal’Redis®t695316956, April 8, 1994. The 1994 final rule used net worth,pposed to

tangible net worth. In 1996h¢ SBA replaced net worth with tangible net worth for both the 504/IBBxCguaranty

program and the SBIC program “because items such as goodwi
accountduringcalul ation of net worth 8SBAY TSmal hpBuowvands puSponesecStdn
Federal RegisteB282, January 31, 1998he previous alternative SBIC size standard of no more than $6 million in net

worth and no more than $2 million in afax net income was established in 1979. The previous alternative SBIC size

standard was a small business concern that does not have assets exceeding $9.0 million, does not have net worth in

excess of $4.0 million, and does not have &figraverage nehcome for the preceding two years in excess of

$400, 000. See SBA, “Smal.l Business Size Standards: Increas
Assistance by Small Business Invest mdaderal Ragisigha8hbj es or by De
September 28, 1979. Also, sE&C.F.R.§107.700; 13.F.R.§107.710; 13.F.R.8§121.301(c)(1) and 138.F.R.

§121.301(c)(2)

154 SBA, “Small Business Investment Companidse ver age Eligibility and Portfolio Di-x
74 Federal Regiter33912, July 14, 2009.

15513 C.F.R.8107.710.
156 | bid.
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BIC | onoeesfeod e Febrptulbnhastyehta@i v2ad08 SBA leverage
ter Febrmuasty mdect 20O 20% threshold (plus 100°9
0 million) for fimancing provided before the ¢
bruary 17,5% 0tOh9r,e sahnodl dt hfeor2 fi n¥ncing made afte
ICs are not allowed to ,frnwawntcei mntdhd nfvelslt onwinu ¢

f tnyaprec el ea s i,mEgi mpme aa dceosnepaal n icesst awiet h 1 ess t han
s et splaonyde eesm i n tphaes sUinviet eodr Sctaastweasl businesses (t
gular and cont i gouro ucso mbpuasni ineess st hoapte rwaitlilo nuys e t he
rmPindaddition, SBICs may not ppowvmaey funds f¢
siness activity is deemed contrary to the publ
r a foréd¥gn operation.

Ot D Oy e )
ocE® 0w m 00N

Small Business Application Process
Small business owners 1interested iSnBIrCesc euisviinngg S
the SBABI C #¥WilThecdomgmpovtiodeys contact information f
sorted by state. ’sl tpraelfseor riendc lmidneismutnh ea nSdBInfa x i mu m
range, the type of <capit,als upbroorvdiiteadtdd(de edge.b,t ,e qlui t
secured term,) ., orf preifreg rsectda ge¢ opgrtke ference (e. g.,
expansiohase¢ngetage), industry preference (e. .
environmendairsitbaat viome s, geographic preference (e
specific state or stattedp,cuasndea gdes erqiupttiyomrw ag@fi
companies for e x poatnasri goent iamngd caocngpuainsiietsi owmi t h r e ven
mi 1 1 i on aintdy parto ftihtea Bt'filme of financing
After locating a suitable SBIC, the small busine
addresses’st bpebugiimass management, financial c o
The galypbwsiness plan includes the following i1info
e the name of the business as 1t appears on the

communi t yi ti no pwehriacthe s

e the city, county, and state of the principal

facilities:;

e the form of business organization and, if a ¢
incorporation;

BIbid.; and SBA, “Small Buevrage Eligibilityland Pertfolio Rivensificatioro mp a ni e s
Re qui r e mkedetabRediste83912, July 14, 2009.

15813 C.F.R.8107.7220. SBICs are generally prohibited from investing in passive businesses. SBIC program regulations

provide for two exceptions. The first provides conditions under which an SBIC may structure an investment though up

to two levels of passive entities to makeimrestment in a noepassive business that is a subsidiary of the passive

business directly financed by the SBIC. The second enables
financing to a small business through a passive, wholly ownemg@i@tion, but only if a direct financing would cause

the SBIC’s investors to incur Unrelated Business Taxable I
exception is commonly known as a blocker corporation. The SBA has issued a proposedxpénd and clarify the

use of SBIC passive business investments. See SBAma 1 1 Business ]RassivesBusiness t Companies
Expansion & Technical Clarifications80 Federal Registe6007760082 October 5 2015.

159 | pid.
160SBA, AII“SBIC Licensees By Statedt https://www.sba.gogbntentsbic-directory
161 |pid.
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a description of the business, including the
rendered;

e ahistory of the general devdlngpmhdmrt pafstt he pr
five years (or since i1inception) ;

e mformation about the relative 1importance of
the volume of the business and its profits;

e a des crtihpet s osnemwmefal and physicalopheperty and
business ventures;

e a description of technical attributes of 1its

e detailed informasionséabmat bhsebusnotsding p
customer s ;

e amarketing survey or economic feasibility stu
e a descrigtsoni bfittanrn s yss tpernmo dfuocrt st hoer bsuesrivniecsess

a descriptive summary of the competitive con.
business 1s engaged, including its competit:i
smallest competitors;

e a fewlpll anation and summargi od phli busd ness

e brief resume’s mdnas gembunsipessonnel and princ.i
including their ages, education, and busines

e banking, business, and per saomage meenfte raemndc es f o

for the principal owners,;

e balance sheets and profit and loss statement
from inception);

e detailed projections of revenues, expenses, a

e atatement of tlReremaest cadf afhdindhe time requi
funds ;

e the readreenguefsotr for funds and a dasdcription o

e adescriptiont hhei stdmepddotngdi hsfrom the financin
expansion, 1mprpoeinthnon jurcetfipoenn n eoirnadidncr ease i
effig¥ency

Because SBICs typically receive hundreds of busi
small business owners seek a personal referral ¢
managet abgien g d “tthoe ilnickreelaisheood t hat the business
cons iAcedr di Smalb Bhsiness alnhostoaghAlsltivanc an
must undertake before it can make a'™final decisi

162 Small Business Investor Alliance (formerly the National Association of Small Business Investment Companies)
“ S BI mancig: Stefby-St e p, » Wa s hthttp:dwww.sbia.or@p@gessbic_financing

163SBA, SBIC Program: Seeking Financing fgsur Small Business 4t https://www.sba.gowfficesheadquarters/
ooi/resourceg¥905

164 Small Business Investor Alliang¢éormerly theNational Association of Small Business Investment Compganies
“SBIC Finaby8St ag,; ” SWBS, hathttp:dwve.sbia.orgipagesbic_financing

Congressional Research Service 37



SBA Small Business Investment Company Program

Aut hor Information

Robert Jay Dilger
Senior Specialist in American National Governrr

Discl ai mer

This document waprepared by the Congressional Research Service (CRS). CRS serves as nonpartisan

shared staff to congressional committees and Members of Congress. It operates solely at the behest of and

under the direction of Congress. Information in a CRS Report shoulaerrelied upon for purposes other

than public understanding of information that has been provided by CRS to Members of Congress in
connection with CRS’s institutional role. CRS Reports
subject to copyght protection in the United States. Any CRS Report may be reproduced and distributed in

its entirety without permission from CRS. However, as a CRS Report may include copyrighted images or

material from a third party, you may need to obtain the permissgithe copyright holder if you wish to

copy or otherwise use copyrighted material.

Congressional Research Service R41456 - VERSION9 - UPDATED 38



